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THE VARIORUM EDITION OF ALFRED MARSHALL’S 
PRINCIPLES OF ECONOMICS 


Ir was in the year 1934 that Maynard Keynes approached me with the 
suggestion that I should produce a Variorum Edition of Marshall’s Principles, 
and I agreed todo this. He may have been moved toselect me partly because 
Marshall was my uncle, my mother’s brother. 

Since that date I have laboured, off and on, at this task. I have regarded 
it as a spare-time occupation in an otherwise active and busy life, something 
to pick up when I had nothing more urgent to do; and, more particularly, 
when the spirit moved me, There were periods when I did not touch it for 
years on end, the biggest gap being the whole of the Second World War. It 
has proved to be an extremely laborious task; and perhaps the best way in 
which I can show this is to say what it is that I have set myself to do. 

I should explain at the outset that, although these two volumes are 
described as a variorum edition of Marshall’s Principles, they differ in scope 
and purpose from the usual meaning of this term. The Oxford English 
Dictionary defines a variorum edition as follows: “‘ An edition especially of 
the complete works of a classical author, containing the notes of various 
commentators or editors.” With the single exception of Edgeworth in 
relation to the theory of barter, I have not been concerned at all with con- 
troversies that have arisen over Marshall’s ideas; but only with variations in 
the text, footnotes, etc., of the different editions. 

My Variorum Edition is in two volumes: Volume I consists of the whole 
of the eighth and final edition of the Principles, unaltered except for the 
correction of a large number of misprints, most of which are mere cross- 
references, but some are definite errors requiring an emendation of the text. 
I will refer to one or two of these later. The only other respects in which 
Volume I differs from the old eighth edition of 1920 are the insertion of 
editorial signs relating to corresponding sections of Volume II; and the size 
of type. The Cambridge University Press, after a good deal of experiment- 
ing, eventually found a size of paper and of type for both text and footnotes, 
in each case appreciably larger than the original, such that it was possible to 

1 A. Marshall Principles of Economics, Variorum Edition, edited by C. W. Guillebaud for the Royal 
Economic Society. Printed by Cambridge University Press. Published for the Society by Messrs. 
Macmillan, London (New York, The Macmillan Company), 1961. 2 vols. pp. xxxiv + 858; and 
x + 886. £6 per set; to Fellows of the Royal Economic Society £4. 

No. 284.—voOL. LXxI. YY 
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preserve completely the old pagination and make every page end with the 
same word in the new as in the old eighth edition. This is a matter of real 
importance, since the pagination of the Principles ha$ remained almost 
unchanged for more than fifty years—.e.. since the fifth edition of 1907 (apart, 
that is, from a recent reprint by Messrs. Macmillan), and there has arisen a 
very considerable literature referring to particular passages by their page 
numbers. The Press are to be congratulated on a remarkable typographical 
feat, which does credit to them, while adding greatly to the usefulness of the 
new edition. It would indeed be difficult to praise too highly the collabora- 
tion of the Cambridge Press in the production of these two volumes. 

Volume II contains the whole of the editorial notes. My first main 
object has been to indicate from which edition each sentence, paragraph or 
section in the eighth edition dates. In order to avoid an immense amount 
of unnecessary repetition which would have swollen Volume II to an alto- 
gether inordinate size, I have disregarded merely verbal changes or alterations 
in the order of sentences if after careful consideration I could detect no 
change in either sense or emphasis; that is to say, when the alterations are 
simply matters of style. In such cases I say that the passage in question dates 
* substantially ” from that edition in which it first appeared. The difficulty 
of this part of the work was much enhanced by Marshall’s habit of transfer- 
ring passages say from Book VI to a chapter in Book IV, or vice versa. 
Sometimes also he deleted a passage from, perhaps, the third edition, only to 
reinstate it subsequently without warning in, say, the fifth edition. The 
exercise has resembled a complicated jig-saw puzzle of fitting the pieces 
together; and for the most part I have had to rely upon my knowledge of the 
contents of the book and my memory. 

In the first instance I went all through the 858 pages of the eighth edition, 
comparing and collating the final text with that of the previous seven editions. 
As I went along I gradually improved and developed my technique, with the 
result that when I came to go over the whole work for a second time I had 
virtually to re-do all that I had previously done in respect of the first four or 
five hundred pages. There was a further intensive period of revision during 
the proof stages of the last two or three years (until then none of Volume II 
had been in print), and though I cannot expect to have achieved 100% 
completeness, it is my hope that not much that is of importance will have 
escaped my notice. 

My second main object has been to indicate any changes in a passage that 
might seem to be of significance before it reached the final form in which it 
appeared in the eighth edition. 

My third object has been to reproduce all those passages in earlier editions 
which were subsequently deleted and which do not appear in the eighth 
edition. These extracts, often of considerable interest, make up a large pro- 
portion of the whole of Volume II. 

Over and above the three purposes to which I have just referred, I have 
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reprinted in Volume II all those articles by him to which Marshall refers in 
his eighth edition and which have not already appeared in The Memorials 
of Alfred Marshall, edited by A. C. Pigou. These include amonst others: his 
reply in Volume II of the Economic JouRNAL to Cunningham’s criticisms of 
his handling of economic history; his article ““ On Rent” in Volume III of 
the same JouRNAL; the substantial part of his article on “‘ Distribution and 
Exchange ” which Pigou very naughtily omitted from The Memorials; the 
early paper on “ Theories and Facts about Wages,” which Marshall read in 
1885 to the Industrial Remuneration Conference, and which contained the 
first outlines of his general theory of distribution; and I have also reprinted 
the short, but very interesting, summary of his theory of value from a different 
angle in Book II, Chapter 1, of his Jndustry and Trade. 

Finally, I have printed for the first time a number of controversial letters 
to Edgeworth and John Neville Keynes which are now to be found in the 
Marshall Library at Cambridge, and which had escaped the conscientious 
but remorseless hands of Marshall’s literary executor, Pigou. 

There is a new combined index to both volumes at the end of Volume II, 
The original index to the Principles, which was produced by Mrs. Marshall, 
is inadequate and incomplete; for though she was an economist she was not 
a trained indexer. The new index has been prepared by Mrs. W. S. Allen, 
to whom I am much indebted for the skill and time and trouble she has taken 
to make it reasonably comprehensive. Since she is a trained indexer, but 
not an economist, I have had to spend a considerable amount of time in order 
to ensure to the best of my ability that it will be as serviceable as possible for 
the economists for whom the edition is primarily intended. 

Volume II, including the index, runs to 886 pages. I hasten to add that 
at least four-fifths of this consists of Marshall’s own words; and, proceeding 
on the assumption that it is Marshall’s writings rather than those of the 
Editor which will be of main interest to the reader, I have put extracts from 
Marshall in larger, and purely editorial material in smaller, type. 

I have kept my own editorial notes down to the bare minimum needed to 
indicate the editions from which passages date, and the changes, if any, which 
they underwent before the final version was reached. I have refrained 
throughout from making any comment on the nature or possible significance 
of changes that Marshall made in his successive editions. The main justifi- 
cation for this, if indeed it stands in need of any, is to be found in the length 
of the existing second volume: an editorial commentary would inevitably 
have involved a third volume. 

It may be well to recall that the eight editions of the Principles were spaced 
unevenly over a period of thirty years from 1890 to 1920. The first edition 
came out in 1890, and the second in 1891. This latter involved a great 
deal of rearrangement and rewriting, as in it Marshall amalgamated the 
former Book V, ‘‘ The Theory of Equilibrium of Supply and Demand,” with 
Book VI, “‘ Cost of Production Further Considered,” into a single Book V, 
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under the general title “The Theory of the Equilibrium of Supply and 
Demand”; while the former Book VII on “ Value, Distribution and 
Exchange” now became Book VI, and Marshall adhered in future to his 
arrangement. I might quote a characteristic passage from the Preface to his 
second edition, in which he said that the chief purpose of the fusion of the 
former Books V and VI was: 


“To throw light on the position held by the element of Time in 
economics, and to show clearly how Time modifies the reciprocal 
influence of the earnings of workers and the prices of the goods made by 
them. For as regards fluctuations in short periods the leading role is 
held by prices, and a subordinate one by earnings: but as regards the 
slow adjustments of normal value their parts are interchanged; and 
the influence which prices exert on earnings is less than that which 
earnings exert on prices.” 

Marshall brought out his third edition in 1895, when I would judge that 
his powers as an expositor were at their peak. It seers to me that from then 
onwards the continuing process of polishing, revision and compression to 
which the book was subjected, even though this was combined with con- 
siderable expansion in some directions, did a good deal to devitalise it; 
and so rob it of some of the spontaneity and freshness of expression, which 
characterised it in this and the two earlier editions. 

The fourth edition, which appeared three years later in 1898, was 
shorter by a few pages than the third; although in actual words it was prob- 
ably slightly longer, as a number of the more technical sections previously 
in the text were transferred to Notes in smaller type, which were placed at 
the end of chapters. Marshall had been growing alarmed by the way in 
which the book was increasing in length with each successive edition; and 
he determined in this case that anything new that he added should be offset 
by the deletion of what he felt to be less-essential matter. Hence a good 
many paragraphs in the text and footnotes, of historical interest, dating from 
the earlier editions, were omitted. In this edition Marshal paid special 
attention to his doctrine of quasi-rent. He collected his main study into a 
single chapter (Book V, Chapter IX) entitled “‘ Quasi-rent or Income from 
an Appliance made by Man, in relation to the Value of its Produce”; and 
it was in this edition that this doctrine was most clearly and forthrightly 
stated. In the fifth edition, which appeared in 1907, nine years after the 
fourth, and which might be described as “ the Principles in modern dress,” 
Marshall made extensive alterations in the arrangement; he added an 
appreciable amount of new material, and rewrote a number of sections, in 
particular those dealing with quasi-rent. The whole of Chapters II-VI in 
Book I of the earlier editions (on the Growth of Free Industry and Enterprise, 
and of Economic Science, and on Scope and Method) were relegated to the 
end of the volume in the form of appendices and a number of long Notes, 
which had been placed at the end of chapters in the fourth or earlier editions, 
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were treated in a similar manner. Someone at the time remarked that the 
Principles appeared to have undergone a severe attack of appendicitis. 

The sixth edition (1910), the seventh (1916) and the eighth (1920) 
contained very little new matter, and the pagination throughout was 
virtually identical with that of the fifth edition. In detail, a number of the 
changes were of considerable interest as reflecting Marshali’s endeavour to 
take some account of economic developments which had become more pro- 
minent in the twentieth century; as, for example, his reference to “ those 
great joint-stock companies which often stagnate but seldom die,” which was 
inserted in the seventh edition (1916). 

It will be observed that the great majority of the changes which Marshall 
introduced into the text and arrangement of the Principles took place in the 
second to the fifth editions. By the fifth edition it had reached what was 
virtually its final form. 

Turning now to some of the results which emerge from the Variorum 
‘Edition, I will begin by mentioning one or two of the misprints that I have 
detected in the text of the eighth edition of the Principles. The most out- 
standing, and also the most surprising of these, is in Book VI, Chapter II 
(in the fourth line on p. 526). The sentence in question runs as follows: 


“ The nominal value of everything, whether it be a particular kind 
of labour or capital or anything else, rests, like the keystone of an arch, 
balanced in equilibrium between the contending pressures of its two 
opposing sides; the forces of demand press on the one side and those of 
supply on the other.” 

It does seem to me perfectly clear that the words “‘ The nominal value of 
everything ” should read “‘ The normal value of everything.” The really 
surprising thing is that the sentence in which the word “ nominal” occurs 
dates from the first edition; and it remained unchanged through every 
edition down to and including the eighth. In emending the text to make 
“ nominal ” read “ normal,” I have been influenced by the following con- 
siderations: (i) In the first edition this sentence was preceded a few pages 
earlier by the following sentence, which clearly applied to the whole of the 
subsequent discussion: ‘“ Let us begin by taking a general survey of the 
causes that govern true normal value, estimated for a period long enough to 
enable the economic causes concerned to work out their chief normal effect.” 
(ii) Quite apart from this statement, the wording of the sentence as a whole 
can leave no doubt that Marshall must have had normal value in mind 
when he wrote it. (iii) The Oxford English Dictionary definition of “‘ nominal” 
as qualifying price is “ virtually nothing.” Another example can be taken 
from a somewhat complicated footnote at the bottom of p. 436, dealing with 
the way in which the existence of alternative uses of land can affect the 
classical doctrine that rent does not enter into cost of production. Marshall 
is supposing in the text that a tax has been levied on all hops wherever 
grown; and the first sentence in the footnote runs as follows: 
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. _ “If for instance he [the farmer] reckoned that he could get a surplus 
of £30 above his expenses snihey sea Prema rinestoes oes Wi Guerin 
nd a-surplos of only £20 above similar expenses by growing an 
crop, it could not truly be said that the rent which the field ould 
be made to yield by growing other crops, ‘ entered into’ the marginal 
price of oats.” 
The sense of this passage requires that the last five words should read “ the 
marginal price of hops” and not “the marginal price of oats”; and a 
scrutiny of the changes this footnote went through in the earlier editions 
shows how the mistake could easily have arisen. In this general connection 
I recall one of Marshall’s aphorisms, contained in a letter to Edgeworth: 


It is wisest not to say that “ rent does not enter into cost of produc- 
tion’: for that will confuse many people. But it is wicked to say that 
‘rent does enter into cost of production,’ because that is sure to be 

ied in such a way as to lead to the denial of subtle truths, which in 

te of their being subtle, are of the very highest importance scientific- 

and also in relation to the practical well-being of the world” 
(Memorials, p. 436). 

I might add that although I have not reprinted any of the articles published 
in the Memorials of Alfred Marshall, 1 have quoted extensively from his 
correspondence there, wherever this seemed to throw light on any passage in 
the Princi 


Volume II of this edition is, as I have said earlier, largely concerned with 


changes made by Marshall in the way in which he presented his ideas; and 
also with the reinstatement of material in his earlier editions which he sub- 
sequently cut out. Two questions then arise: first, was there any sub- 
stantial development in his doctrine itself; and secondly, should significance 
in general be attached to his deletions as representing an alteration in his 
attitude towards what he himself had previously written ? 

With regard to the first question, it is well to remember that when the 
first edition of the Principles came out in 1890, Marshall was already forty- 
eight years of age. Keynes says in his Memoir that Marshall spent nine 
yeats (1881-90) in the preparation of his book. Moreover, during the 
twenty years preceding its publication he had been teaching and intensively 
studying economics; while the evidence of a number of his own statements 
goes. to show that the fundamental bases of much of his theory had been 
worked out as far back as the early 1870s. His Principles was the product of 
the full maturity of his mind. A big change did unquestionably take place 
in the two decades before 1890; and this was in Marshall’s own approach to 
his subject, a change which took the form, above all, of the widening of his 
equipment on the applied side of economics. By a gradual process, in 
which a visit to the United States in 1875 played an important part, the 
young pure theorist, who was accustomed in 1869 (to use his own words) 
“to think in Mathematics more easily than in English,” became the most 
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deeply and widely informed exponent of economic affairs since Adam Smith. 
It could indeed be said that, having spent the years 1867-70 in translating 
Mill’s version of Ricardo’s or Smith’s doctrines into mathematics, Marshall 
then employed the ensuing twenty years in translating his mathematics back 
into English, and relating his reasoning as far as he could to the problems 
and complexities of the real world. 

As my edition shows, Marshall made very numerous and extensive 
changes in the Principles in the second to the fifth editions. But it is quite 
clear from the prefaces to the successive editions that he himself did not 
claim for them more than that such rewriting and additions as he had made 
had been undertaken in order “‘ to meet the need which experience has 
shown to exist for fuller explanation on certain points,”’” Edgeworth, who 
reviewed the first edition in the Academy and the second and third in the 
Economic JOURNAL, found nothing that he singled out as representing a new 
idea or change of doctrine. I do not regard the change in his definition of 
social capital which he made in the third edition, and which caused him so 
much heart burning at the time, as an example of an important change. He 
himself said of this in a Jetter to J. B. Clark: “I have shifted my use of the 
word capital, but I have not changed my doctrines as to capital by a hair’s 
breadth.” Nor does the fact that the representative firm, as such, did not 
make its bow to the world until the second edition of 1891 constitute a valid 
exception. For already in the first edition the essence of the idea was there, 
when he wrote that when seeking the normal supply price under increasing 
returns, ‘‘ we must select as representative a business which is managed with 
normal ability and so as to get its fair share of the economies both internal 
and external resulting from industrial organisation.”” And in a letter to Flux 
written in 1898 he said: ‘‘ The chief outcome of my work in this direction 
[increasing returns] which occupied me a good deal between 1870 and 1890, 
is in the Representative Firm idea.” 

When new material was introduced in the later editions, for example the 
big expansion of the Mathematical Appendix in the third edition, it seems 
as a rule to have been merely a matter of incorporating into the Principles 
results that he had worked out in the years prior to 1890. I have referred 
earlier to the very extensive changes made in the formulation of the doctrine 
of quasi-rent, especially in the fourth and fifth editions; and I am aware of 
the fact that attempts have been made to show that these changes amount 
to a significant modification of the doctrine itself. For my part I remain 
wholly unconvinced that there is any truth in this contention. What is true 
is that Marshall found more difficulty in getting his notion of quasi-rent 
across to his readers than any other part of his theoretical construction; and 
he was continually tinkering with his exposition in the hope of making it 
clearer. I must say that I do not regard his final effort in this direction in 
the fifth edition as having been very successful. I think most people would 
find the more straightforward account in the fourth edition easier to grasp 
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than the elaborate parable of an imaginary shower of meteoric stones, which 
was the solution he adopted in his fifth edition. I can remember hearing it 
said when I was an undergraduate that very few economists in the world 
outside Cambridge (where we benefited from the oral tradition handed down 
by Professor Pigou) really understood what Marshall’s doctrine of quasi-rent 
was about. Edgeworth certainly did not grasp the nature of Marshall’s 
“ short period ” analysis, at least not until he was severely castigated by the 

author of the term, as I shall be indicating a little later. How far 
this is still the case to-day I have no means of knowing. 

Returning to the general issue, my own view is that all Marshall's major 
theories and doctrines were already crystallised in their final form, in 
content though not in expression, when he brought out his first edition; and 
the collating of the different editions does not appear to me to support the 
thesis that there was any real evolution or development of his ideas between 
1890 and 1920. 

This conclusion raises in turn a more fundamental issue. Why 
should Marshall have ceased after 1890 to develop any further his thinking 
in the field of economic theory covered by the Principles? The most plausible 
answer I can find is that as he grew older his mind became increasingly 
absorbed with the more realistic side of economics (cf. his Industry and Trade), 
and with its ethical aspects; and that he was no longer interested in extend- 
ing his ideas on the abstract and analytical side. He realised that he had 
made important advances when he brought out his Principles, and he was 
content to leave others to carry on where he had left off. Moreover, to the 
misfortune of subsequent generations of economists, he was very desirous 
that his book should have a wide circulation and influence amongst the 
intelligent and educated lay public, in particular, business-men, as had been 
the case with Adam Smith’s Wealth of Nations; and he therefore omitted 
much that he regarded as being of merely theoretical interest. 

The other matter that I raised earlier is that of the possible significance 
of the very considerable amount of material in the earlier editions which 
Marshall subsequently deleted. Now the vast majority of these deletions 
appear to me to fall into three main categories. First, there were expres- 
sions of opinion which had given rise, either publicly or privately, to criticism; 
Edgeworth in particular was an indefatigable correspondent. If the state- 
ment at issue was important Marshall would usually alter or expand the 
wording. But often he would merely suppress it, not because he disagreed 
with it, but because he could not afford the space to defend or develop it; 
while he regarded controversy in general as a great waste of time and energy. 
Secondly, some of the rewriting, for example in the case of the chapters on 
quasi-rent, was very thorougi:; and when he had arrived at what he believed 
to be an improved formulation of his views, which seemed less likely to give 
rise to misunderstanding, he naturally omitted the earlier version. Thirdly, 
he came to regard the almost inevitable tendency of his book to grow in 
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length as a great evil: the first edition was 750 pages, but in the fifth the text 
and the appendices in smaller print had become 858 pages. Wherever 
possible, therefore, if he added fresh material he endeavoured to balance it 
by cutting something else out. For this reason, if for no other, it is very 
unsafe as a rule to seek to draw positive conclusions from Marshall’s deletions. 

I should add here that in the foregoing part of this article I have drawn 
rather extensively on my own editorial introduction to Volume II of the 
Variorum Edition. Finally, there are two other matters to which I would 
like to draw attention. The first is that if am correct in saying that so far 
as major doctrine is concerned, the Principles of the eighth edition of 1920 is 
identical with the Principles of the first edition of 1890, it is surely a remark- 
able fact that in economics of all subjects, a treatise published in 1890 
should still be a living and standard work, not merely recommended as a 
museum classic, but still relevant to the world of to-day; even though some 
parts, ¢.g., the representative firm idea, are no doubt less applicable to modern 
conditions than they were when Marshall wrote. I can think of no book 
that has been published since which could be said to replace Marshall’s 
Principles. My second point is that Marshall himself estimated, I believe, 
that on the average each fresh edition of the Principles cost him a year’s work, 
which meant seven years out of his effective working life. In terms of 
opportunity cost, it may be doubted whether the result of his revisions could 
be said to compensate for what he might otherwise have found time and 
energy to produce. 

I had intended to pick out a number of the more interesting passages 
from the earlier editions, which do not appear in the eighth edition, but 
space does not permit of my giving a representative selection. I will instead 
conclude by giving extracts from five of his hitherto unpublished letters, 
the first three of which were addressed to John Neville Keynes (the father of 
Maynard Keynes) at a time when he was reading the proofs of the first 
edition of the Principles; while the last two were written to Edgeworth. 

On October 26, 1888, Marshall wrote to J. N. Keynes: 


“I intended to tell you that I acted deliberately in applying the 
curves only to problems of Normal Values and not to Market values. 
Market curves can be drawn: but I should agree with Wicksteed that 
they could never have a shape that would correspond to the Law of 
Increasing return. And I don’t think they would be of much practical 
use. I considered whether I would introduce ‘ market’ curves, and 
explain the difference between them and Normal curves: but thought 
I should only bother the reader. 

“* And now I want to ask your kind advice on a difficult point. 

** What I say about Derived Demand and Supply Book V ch. V §§1, 2 
and 4 is, in my own conceited opinion, new and important: but the 
exposition gave me a great deal of trouble and is I fear unsatisfactory yet. 
In particular I have taken an illustration in the text (not in the footnote) 
about plasterers which I knew at the time was not in perfect logical 





[DEC. 


ion that the curves apply only to periods 

action to the forces of supply (in 

terers). I took that particular illustration 

it is a striki recipi Av gard shall want it a good 

:* and I thought that ifI apologized for and explained 

ical change of t of view, I should bother the readers: 

if I said nothing about it probably no one would find it out. 

Also I took care to say nothing of the possibility of the supply curves 

ing downwards towards the right. (I have suppressed hundreds of 

ible queer cases of that sort for fear of overburdening the book by 
statements of the conditions by which they had to be safeguarded.) 

“ Now the question I want to ask is: Would it be best a to explain 
the change of venue involved by the plasterers’ illustration or b to 
destroy it ruthlessly or c run the risk of detection by lynx eyed (or 
minded) readers? ” 


Keynes’ reply is not extant, but Marshall did insert a warning to his 
readers (Book V, Chapter VI, p. 382, of the eighth edition) to cover this 


The second letter to Keynes from which I quote here was dated November 
26, 1889: 
“I regard Consumers’ Rent as a sum of money not as an amount of 


utility. 

“TI hold that Jevons’ great error was that of applying to utility pro- 
positions that are only true of price. It was here that ke thought him- 
self most profound: and it is because I think he was wrong in this one 
point in which he differed from his predecessors von Thiinen and Cour- 
not that I consider his claims to greatness do not to any considerable 
extent rest on his Theory of Political Economy. 

“I can see no connection between the loss of Consumers’ Rent and 
the loss of Total Utility resulting from a tax, unless it is known whether 
the commodity taxed is one consumed by the rich, by the poor, or by all 
classes alike.” 


On December 2, 1889, Marshall wrote again: 


“I hope I did not imply that you confused hedonics and economics. 
I did not at all mean to. What I meant is that the very fact that my 

test against Jevons’ systematic confusion between the two has been 
(deliberately) a silent one, makes me very anxious that my consumer’s 
Rent should not be sewn up into his Total Utility. I had that pro- 
minently in mind when writing on the burden of a tax. I wanted to 
make clear that economic statistics have nothing to do with Utility but 
only with its rough money measure. 

“I considered for a long time whether I would discuss the difficulty 
you sense about the change in consumer’s rent derived from other things 
consequent on a diminished purchase of coals. Perhaps I shall in con- 
sequence of the difficulties having struck you insert a line or two in the 
Mathematical Appendix to say: If he spends less on coals the marginal 

* In the first edition of 1890, Book VI was entitled “ Cost of Production, Further Considered "’; 
while Distribution was treated in Book VII. 
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utility for other purchases will be affected to an infinitesimal degree— 
infinitesimal because the whole of this class of reasoning is strictly valid 
only on the assumption that the purchases under discussion are small 
relatively to the purchaser’s whole wealth.” 


Marshall did in fact insert a paragraph to this effect in Mathematical 
Note VI in his first edition. 

The last two letters that I shall quote are more controversial. 

On April 26, 1892, Marshall wrote as follows to Edgeworth: 

“‘ Cunynghame’s ‘successive Beit curves’ I thinkI can understand. 
(* Successive * m ly a regular correlation of sequences, which there 
is not.) 1 should call them ‘temporary’ demand curves, the term 

“temporary” being carefully distinguished from ‘short-period’ a 
technical term for a special purpose which is quite distinct from 
that which Cunynghame has in view. 

“Itisafree country. I deliberately decided that temporary demand 
curves (as contrasted with normal demand curves whose shape could be 
shifted if need be) would not be of any practical use, and that this would 
encumber the reader and divert his attention from more important 
things. I have discussed the notions which they represent in Book III, 

Ist edition, ch. IIT. §7 h. XI, §4 ch. V, §1 al ch. VIII, §6 
ch. 1V-%6, and in Book Vv “ *L% Soyer ch. XYII, §6 
(all of these except the 2nd are practically unchanged from the original 
MSS of 17 years ago).! 





** As to his ‘ Successive cost curves,’ I do not know what they are. 
I knew others thought highly of them, and put in a note acknowledging 
them as fully as I could without committing myself to saying I under- 
stand them. (Perhaps I implied that I understood more about them 
than I intended to. I thought the words ‘seems to come in effect’ 
implied I was not sure whether I understood them: but perospe I should 


have used a different phrase.) When I read his article I knew I did not 
understand them, and thought he did not. I then wrote to him, and I 
have now no doubt in my own mind that he does not. He is quick, but 
impetuous; and all through his life has constantly supposed himself to 
know what he means when he does not. You are graver in character, 
and write with more responsibility. I think therefore I am justified in 
asking you, before you lend your great authority in support of what I 
think a half-thought-out notion to answer this simple question. Let 
1 The references in the upper of the two lines relate to the first edition, while those in the lower 
line relate to the second edition; the exception made in the sentence in parentheses relate to Book V, 
Chapter XI, § 4, in the second edition. 
The corresponding chapters and sections in the eighth edition, and so in Volume I of the 
Variorum Edition, are as follows: 
ist edition, Book III, Chapter III, § 7, corresponds to Book III, Chapter IV, § 6, in the 8th 
2nd edition, Book V, Chapter XI, § 4, corresponds to Appendix H, § 3, in the 8th edition. 
Ist edition, Book V, Chapter V, § 1, corresponds to Book V, Chapter XIII, § 1, in the 8th 
edition. 
Ist edition, Book V, Chapter VIII, § 6, corresponds to Book V, Chapter XIV, § 6, in the 8th 
edition. 
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F(x) be the equation to one of Cunynghame’s successive cost curves: 
NEEL codec pinion, wink whiecdads der sineus? There is no answer 
valine @ doses paper, which in itself is an omission that seems to give 
warning of danger. I really do not know. If you do, please tell me. 

a ee Cah wink ay sare Nea ange 1 Sed" 'S) coche 0 
while you u wreck my a phrase ‘ short plying it » 
a use which seems to me likely to introduce calamitous not Coktaen Th 
changes which arise from the gradual rise and decline of fashion oad 
familiarity, the feeling that a ce select or that it is vulgar, of being 
unique like an old book or the key of a Bramah lock, or useful like 
screws in machinery made to Whitworth’s gauge which can be easily 


replaced if lost, these things have nothing in common with the distinc- 
tion between ‘ short’ and ‘Jong’ period supply prices in my own pet 
and peculiar use of the term. For they represent casual influences, and 
it corresponds to a great fundamental difference, common to all 
branches of work; that namely between periods which are not and those 
which are long enough to allow the supply of the agents of production 
(workers, material plant, specialization of skill and machinery, business 

and connection) to be adapted to the demand: For the 
one supply price = Total cost of production at the margin. For the 
other te means Prime cost mitigated by a fear of spoiling the market. 
Prime cost itself, being made up in a great measure of quasi-rents. As 
the parent of this specialised term, I cannot refrain when I see you 
pl it into a medium in which it cannot breathe, from calling 
MU. R! I ask Cunynghame whether ‘ successive’ meant ‘ short 
period,’ and he said no! He says also that ‘ successive cost’ does not 
mean the same as my ‘ particular expenses.’ (p. 483), But I fancy it 
must be akin to that, more or less.” 


There is one (at first sight) surprising statement in the letter I have just 
quoted: “ Prime cost itself, being made up in a great measure of quasi- 
rents.” I call this surprising because in formulating his theory Marshall 
was always insistent that a quasi-rent is a surplus above prime cost—the 
net income (if any) of an appliance of production after prime costs have been 
covered, The statement in his letter can, however, be reconciled with his 
own doctrine on the assumption that in making it, he was thinking cf the 
incomes of the owners of those factors of production which constitute prime 
cost. The wages paid to the process workers in a factory are obviously part 
of the prime cost of its output; but at any given moment these wages may 
or may not correspond to the normal supply price of that category of labour. 
If there is a strong demand for the product, say motor cars, and a shortage of 
skilled mechanics, their wages may contain a large element of quasi-rent, in 
Marshall’s sense of the term when applied to their incomes. It is, I believe, 
relevant to this explanation that in his earlier editions, and at the time he was 
writing to Edgeworth, Marshall made extensive use of the term quasi-rent 
when dealing with the theory of distribution. I think he found out in due 
course that this was confusing to his readers, and he subsequently deleted 
most of the references to quasi-rent in Book VI. 
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Edgeworth must have replied by return of post and sent the soft answer 
which turns away wrath, because only two days later, on April 28, 1892, 
Marshall wrote to him again: : 


“You are good and kind and patient as usual. I am distinctly of 
opinion that the laws that govern the supply curve have little or nothing 
in common with those that govern the demand curve; because in 
demand there is nothing corresponding to the economies of production 
on a large scale, the difference between Prime Cost and Total Cost or 
which is nearly the same thing between causes that govern the applica- 
tion of Fixed and circulating capital etc., etc., which give rise to the 
special features of supply. I think Jevons ‘did great harm by talking of 
supply-price as measuring the disutility curve. In picking blackberries, 
the disutility curve of effort and the supply curve are practically the 














same thing and they are in pari materia with the demand curve or the 
utility curve. But in the case of aneroid barometers etc., the economic 
supply curve has but the slightest connection with the laws of disutility; 
for the greater part they are not in pari materia at all. I maintain that 
Cournot and others knew that: and that Jevons’ talk about utility and 
disutility struck the popular mind merely because it put out in broad 
clear light a very elementary fact, which could be explained even to 
children. In other directions I think he did good; but in this I think 
his influence was to obscure the real nature of cost of production. You 
may repeat any of this that you like to Palgrave. 

“* Cunynghame seems to me hopelessly obscure. He may have made 
a contribution; but I cannot find out at all what itis. Infact to quote 
Cummings striking description of Toynbee Hall work, C’s seems to me to 
be ‘ undergraduate rather than graduate work.’ He has alla graduate’s 
ability but none of a graduate’s patience. 

“ As regards supply the case is this. I have always held and taught 
in lectures year after year that Producer’s rent cannot be represented in 
the supply curve except in curves in which you can ignore the economies 
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_»0f organization and production on a large scale. In the second Edition 
I adopted the name particular expenses curve for those in which you can 
do this. Cunynghame claims, as I understand to prove that this is 
wrong and that you can do it somehow. He may mean something but 
I cannot after my patient study of this article and his very long letters 
about it form the smallest notion of what he does mean. And though 
nnn Seeeiniay comin ansinkt chat he 
does not hi know, and that if he attempted to say definitely what 
his y and x are, some part of his argument would instantly collapse. 
“* That diamonds owe some of their value to their rarity is true but 
not so novel or striking as most of the remarks to which you commit 


“ That if straw hats come into fashion, or a new book gets sensational 
reviews and is the talk of the hour, increased supplies can be sold at a 


— Po is true. Such facts, I hold, correspond to raising the 
curve; and the analogy to them in supply I find not in the laws 
that govern the shape of the supply curve but in the fact that substantive 
inventions such as mer’s or that of the compound engine may lower 
the supply curve for steel rails or for 1000 h.p. engines. I myself there- 
fore should not be prepared to imply that iciahams’s analogy was 
even prima facie a valid one. But there is no reason on earth why you 
should not, if you think it is prima facie valid. 

“ P.S. WhatI mean about diamonds is that the law of Diminishing 
Utility of a mark of distinction, as a ‘ C.B.’ or a diamond (in so far as it 
is desired not for its own sake) is in my opinion of the same kind as the 
law of Diminishing Utility for Pineapples or Salmon, of which large 
quantities pall on the palate.” 


Summing up, I would say that the impression I myself have gathered 
from working through and collating the different editions of the Principles, 
is that the changes which took place in them throw an instructive light on 
the development, not so much perhaps of Marshall’s thinking, as of the way 
in which he expressed his thought. In the process it is possible in many 
instances to gain a clearer insight into the working of his mind; and I think 
this is particularly true of his doctrine of quasi-rent. What I have also found 
of great interest is to observe how much there is in the eighth edition which 
dates unchanged from the first edition of 1890. 

Marshall’s Principles resembles a mine, in that it holds much that is pro- 
found, concealed beneath the rounded surface of its individual sentences and 
paragraphs; and the seeker after enlightenment must dig for himself if he is 
to attain it. It is my hope that this Variorum Edition will be found to make 
his task both easier and more productive. 

Finally, I wish to express my gratitude to the Royal Economic Society 
which has undertaken the risk of investing a large capital sum in financing 
the whole of the cost of producing these two volumes. 

C. W. GuiLLesaup 


St. John’s College, 
Cambridge. 





THE REORGANISATION OF THE INTERNATIONAL 
MONETARY SYSTEM: AN ALTERNATIVE PROPOSAL 


I 


In the last several years a number of proposals have been made for re- 
organising the international monetary system and for increasing its general 
“liquidity.”” Of these the most comprehensive have been the ones advanced 
by Professor Triffin.' Triffin’s plan will hence be used as a preliminary frame- 
work for the general analysis and the alternative proposals presented below. 
What will eventually be said, however, is not restricted to the boundaries of 
Triffin’s discussion. 

Triffin’s own familiar analysis of the inherent instability of the present 
gold-exchange system standard, and of the difficulties and dangers it can 
entail when a “ key’ currency is subjected to severe pressure, is dramatic 
and to my mind quite persuasive. The events of late 1960 and early 1961 
provided a forceful examplc of the risks involved. His proposed solution, 
to increase the supply of potentially available international liquidity sub- 
stantially by transforming the International Monetary Fund into an inter- 
national central bank, is imaginative and bold. Both analysis and proposed 
solution have attracted deservedly wide attention. 

To date, however, few responsible officials have shown much desire to 
put Triffin’s proposals into effect.2 My impression is that this tacit opposi- 
tion arises from a feeling, first, that while Triffin’s scheme would probably 
solve certain problems, it would leave others of almost equal importance 
largely untouched; and second, that it would also create grave new dangers 
that might be even worse than those inherent in the admittedly unsatisfactory 
arrangements which now prevail. 

In what follows, I shall first describe briefly what seem to me to be the 
principal actual or alleged defects in Triffin’s original proposals, and then 
outline the major elements of a somewhat different international monetary 
system which while free of these defects will, I think, effectively solve the 


1 See especially R. Triffin, Gold and the Dollar Crisis (Yale University Press, 1960), and his 
Statement before the Joint Economic Committee, reprinted in the Committee’s Hearings on the Current 
Economic Situation (December 7 and 8, 1960); also, in those Hearings, Oscar Altman’s detailed 
criticisms of Triffin. Among many other discussions of the general problems in issue, also see the 
Radcliffe Committee’s Report on the Working of the Monetary System (Cmd. 827, 1959), Chapter VIII; 
E. M. Bernstein, International Effects of U.S. Economic Policy (Joint Economic Committee, Study Paper 
No. 16, January 25, 1960); and Brian Tew, The International Monetary Fund (Essays in International 
Finance, Princeton University, 1961). The suggestions made to the Radcliffe Committee by 
A. ry L. Day (Report, paras. 660, 678) are in many ways, of course, parallel to Triffin’s. 

* Though Prime Minister Macmillan has recently expressed interest in some new type of 
arrangement, not specified, which might produce similar end results. See British Record (British 
Information Services, New York), April 19, 1961. 
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problems created by our present arrangements, and in a workable and safe 
way. What I shall suggest is in large part, except with respect to gold, a 
series of substantial modifications of a number of Triffin’s ideas rather than 
a departure in some wholly new direction. I believe that these modifications 
and the gold proposals taken together, however, are sufficiently different 
from Triffin’s to constitute a separate though closely related system. No 
attempt will be made to comment on the revisions, I think essentially minor, 
which Triffin has subsequently made in his plan.* 


II 


The principal defects in Triffin’s scheme, which in combination seem 
serious enough to bar its adoption in its present form, are as follows: * 

1, Triffin’s principal proposed remedy for serious threats to international 
monetary stability that are due to severe balance-of-payments pressures 
against one or more countries is to provide for large increases in the available 
supply of international “ liquidity” (here a quantity), through an expansion 
of the I.M.F.’s proposed new deposit liabilities.* I agree that under proper 
safeguards such measures can almost certainly solve the problems of seasonal 
or cyclical deficits in the current-account balance of an economically ad- 
vanced country which has the means and the will to enforce appropriate 
internal policies at the same time. Similar measures can presumably also 
deal satisfactorily with movements of short-term capital from such countries 
which are undertaken to engage in interest-rate arbitrage—and which in 


any event are self-limiting. They can likewise cope with most ‘“‘ hot-money ” 
movements arising from profit-motivated speculation against the exchanges 
(though perhaps not with all: even the reorganised I.M.F. could not buy up 
the whole of the U.S. short-term foreign liabilities) .“ 

There are other important types of balance-of-payments pressure, how- 
ever, which can also threaten the stability of the international monetary 
system as a whole, but which cannot be remedied merely by increasing the 


1 I am indebted to Professors P. B. Kenen and S. W. Rousseas for helpful comments on the 
relation between Triffin’s plan and an earlier draft of the ideas set out below, and on several 
aspects of these ideas themselves. 

® See also the numerous other specific criticisms made by Altman (loc. cit.). But I think no 
critic would wish to disparage the contributions Triffin has made to a better understanding of the 
real problems in issue, or the power of his constructive imagination. 

* The term “ liquidity” is used in many senses: sometimes to denote a ratio, sometimes an 
existing quantity of “ liquid ” assets, sometimes the ability to obtain or create cash in the future, 
sometimes little more than a state of mind. But liquidity on any definition is always potentially 
inadequate, except when cash held equals total liabilities. It is an especially elusive and variable 
concept when applied to a “‘ key-currency”’ country. What is ample liquidity to-day may, perhaps 
only in consequence of speculators’ whims and the resulting capital movements, be judged to- 
morrow to be dangerously inadequate. It should also be noted that merely increasing the 
“* quantity " of international liquidity, in the absence of other measures, in the long run solves 
nothing. In itself, it will not restore international balance, and it may induce inflation. 

* Hot-money movements due to fear, as of a major internal economic crisis or a political over- 
turn, are border-line cases which must be judged individually with respect to the appropriateness 
of I.M.F. action. 
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supply of international liquidity, and which the I.M.F. should not try to 
handle at all, unless on a very limited scale and temporarily. These types 
include pressures due to serious “ primary ”’ inflation in a country (itself due 
to defective internal monetary or fiscal policies), or to a persistent in- 
ability for other reasons to maintain the costs of exports or of import-sub- 
stitute home products at fully competitive levels, or to currently excessive 
programmes of aid and investment abroad, or to “‘ secondary ” inflation in 
the countries receiving such foreign funds, or to the collapse (usually cyclical) 
of a primary-producing country’s exports, or to the more enduring imbalance 
which can result from trying to force through development programmes on 
too large a scale or too rapidly, or finally, to actual or impending political 
upheavals. If Triffin’s I.M.F. were to try to take effective counter-action 
in any of these latter cases it would merely load itself with burdens which 
could easily threaten its liquidity and even its solvency. Triffin makes no 
sharp differentiation between such cases and those with which the re-organised 
I.M.F. could properly deal, and this failure has aroused a good deal of mis- 
giving. Yet such a differentiation is clearly cssential.! 

. 2. Triffin also makes no sharp differentiation, in proposing increases in 
I.M.F. holdings of member currencies to relieve serious balance-of-payments 
difficulties, between currencies that are convertible and those that are not.* 
If the financial world comes to feel that the I.M.F.’s holdings of inconvertible 
currencies are excessive, however, the result may easily be the creation of 
doubt (under Triffin’s plan) about the I.M.F.’s own liquidity and even its 
solvency, consequent refusals by central banks to accept I.M.F. deposits in 
payment of international balances due, and hence the effective collapse of 
the whole new system. Both for these reasons, and still more to prevent 
I.M.F. operations from becoming a source of inflation, I.M.F. holdings of 
both types of currency should be specifically limited; and the limits on in- 
convertible currencies should probably be more severe. 

3. Triffin’s plan would require the members of the I.M.F. to keep a stated 
minimum proportion of their own monetary reserves, say 20%, in the form 
of I.M.F. deposits—a requirement which in some cases would also entail 
payments of gold to the I.M.F.* This proposed requirement seems guaran- 
teed to arouse the hostility of central bankers, however, if only because it 
would interfere seriously with their own exercise of judgment and discretion 
and might necessitate frequent adjustments of the I.M.F. portion of their 
reserves. In any event, it seems to be aimed at the wrong target. The 
essential thing, as Triffin himself argues, is only that each member should 
agree to accept I.M.F. deposits in payment from any other member if the 

1 The Radcliffe Committee Report (especially paras. 679 f.) offers very interesting propositions 
which I think are at least not inconsistent with the above differentiation. 

* The term “ currency” must be understood throughout to include not only currency in the 
literal sense plus bank deposits but also any other demand or short-term liabilities of sorts now 
included in “ official ” exchange holdings. 

® Gold and the Dollar Crisis, pp. 107-10. 

No. 284.—vOoL. LXX1. 
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latter wishes to pay with such deposits. Triffin really proposes the require- 
ment primarily as a way of providing the I.M.F. with additional financial 
resources, but this objective is better achieved in other ways. 

‘4. Triffin contemplates the utilisation of a substantial and perhaps in- 
creasing part of the I.M.F.’s total resources in investments designed to pro- 
mote economic development.* Although he suggests that such placements 
should be confined to LB.R.D. bonds or “ other securities of a similar char- 
acter,” this suggestion too has aroused misgivings, and with some justifica- 
tion. Perhaps some small fraction of the I.M.F.’s resources might be so 
used, if only for political purposes. As a general proposition, however, it 
seems clear that the assets underlying an international monetary system 
should not consist of any large quantity of long-term placements, and still less 
be used directly to promote development. The two functions are irrecon- 
cilably separate 

5. Train’ 5 plan has also been criticised on the ground that it would make 
the I.M.F. into an engine of potentially disastrous international inflation. 
This danger has perhaps been exaggerated, but I think it is substantial 
enough to debar adoption of the plan in its present form. The danger could 
come from any of at least four sources. First are the consequences of the 
four defects already examined. The consequences relevant here are the 
potentially inflationary effects, which do not need to be spelled out, of ex- 
cessive accumulations of specific types of assets that are or that might become 
inconvertible, illiquid or saleable only at a loss. Second is the fact that the 
limits Triffin proposes to set on the total volume of I.M.F. deposits are at 
best loosely defined. Thus at one point he says only that this total is to be 
“ sufficient to preserve an adequate level of international liquidity”; at 
another, that the I.M.F.’s lending is to be restricted so that it will “‘ increase 
total world reserves by, let us say, 3 to 5 per cent a year.”* But the term 
“* adequate ” has no very precise meaning (and who is to judge?); and in 
the absence of foreknowledge of what the total real output of the I.M.F.’s 
members will be in the future, it is clearly difficult to assert that these or any 
other fixed rates will be either stabilising, inflationary or even deflationary. 
Some critics have feared that any such provision would virtually guarantee 
continuous and perhaps severe international inflation. 

Third, even if one had enough faith in the I.M.F. administration to be- 
lieve that increases in the total of I.M.F. deposits would be kept within sen- 
sible limits, this is still only a total. If some countries elected to keep their 
own monetary reserves and effective money supply constant despite current 
increases in the aggregate of I.M.F. deposits, for example, the expansion of the 
system as a whole might be concentrated on a few other countries alone, 
with conceivably disastrous results. 

Fourth, except in an extraordinary emergency, the I.M.F. must always 
buy country A’s holding of B’s currency from A, if A offers them for sale; and 

1 Gold and the Dollar Crisis, pp. 117, 118. * Ibid., p. 103. 
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in the ordinary case will pay for B’s currency by giving A new I.M.F. deposits 
(or perhaps gold), unless A is already in debt to the 1.M.F. This operation 
is at the very heart of the proposed new central-banking function of the 
I.M.F., and is one main way both of maintaining A’s liquidity and of tem- 
porarily ‘relieving B from pressures that might otherwise imperil B’s own 
currency. But suppose that B had been running a protracted deficit with 
A and other countries, had not borrowed from the I.M.F. and had hitherto 
made payment merely by transferring title to some of its own currency to 
A and the others; and suppose that now A and the others have suddenly 
become uneasy, and all sell their holdings of B’s currency to the I.M.F. in 
return for new I.M.F. deposits. The total of these deposits will then 
increase, though the I.M.F. has not made any “ direct” loan to B and under 
Triffin’s plan would have no leverage over it. And of course the I.M.F. has 
no leverage over A or the others. The results could be seriously inflationary. 
It is true that the nominal total of the reserves of A and the others will not 
have increased. But these countries may now elect to expand internally on 
the “safe ” basis of their new I.M.F. deposits, whereas they had previously 
thought B’s currency a rather dubious asset, and had hence refrained from 
such expansion. 

The overall conclusion hence seems clear that to prevent serious and 
perhaps unforeseen inflationary dangers, quite specific restrictions must be 
placed not only on the I.M.F.’s creation of its own deposits, but also—again 
—on its total holdings of member currencies, whether acquired by “ direct ” 
loans to the member issuing the currency or by purchase from a second 
member; and that the I.M.F. must have power to enforce the restrictions. 
Triffin hardly touches on the two latter problems, particularly as concerns 
inconvertible currencies, except so far as I.M.F. holdings are affected by the 
granting or repayment of “ direct ” loans. 

6. Finally, what seems to me the most serious defect of all in Triffin’s plan 
is something which others may regard as its saving grace: its treatment of 
gold. Triffin makes a convincing demonstration of the total inadequacy of 
the free world’s supply of monetary gold, yet he proposes to retain gold as 
one of the important and normal means for making international settlements; 
and the adoption of his plan could well increase rather than decrease the 
demand for gold. Under his plan, some members would have to pay gold 
to the I.M.F. to cover part of the proposed increases in their subscriptions, 
and perhaps to meet the requirement that they hold, say, 20% of their own 
reserves in the form of I.M.F. balances. Thereafter, however, the I.M.F. 
would have no assurance of ever getting any additional gold except by buying 
in the open market, or except so far as members might elect to sell gold to 
it voluntarily. On the other hand, each member would be free to demand 
conversion into gold of any I.M.F. deposits it held in excess of the proposed 
minimum of 20% of its own reserves. Hence nothing would explicitly 

1 Gold and the Dollar Crisis, pp. 107, 112, 113, 118. 
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prevent a member from selling as much as it pleased of its reserves held in the 
form of foreign exchange—which the I.M.F. ordinarily must buy, as remarked 
earlier—in return for new 1.M.F. deposits (net, of course, of any debt from 
the member to the I.M.F.), and then demanding conversion of the excess 
above the 20% minimum into gold held by the I.M.F. If many members 
did. this the process would quickly exhaust the I.M.F.’s gold, and would 
wreck the whole mode of operation which Triffin proposes for it. 

Triffin himself recognises this possibility, of course, and advances reasons 
for thinking that it would not actually materialise, but I do not find the 
reasons convincing.’ Nor do his proposed remedies—an accelerated ‘‘ amor- 
tisation ”’ of I.M.F. currency holdings (how is it to be enforced ?), and various 
restrictions on the right to convert—seem likely to be very effective unless 
other and more specific sanctions are also provided against the members 
whose currencies the I.M.F. is holding in excessive amounts. This is the 
more true, since a considerable part of the I.M.F.’s currency holdings under 
the new system would have originated not in “ direct ” loans to the members 
issuing the currencies, but in sales of such currencies to the I.M.F. by second 
parties. Triffin’s proposals provide no very specific controls over such sales. 
Moreover, if a “‘ gold run” on the I.M.F. actually developed, as it easily 
might in consequence of the process described in the preceding paragraph, 
under Triffin’s plan the I.M.F. might then have no course open except to 
go into the market itself and buy gold, in order to restore its own gold 
“reserve ’’ position. But then the I.M.F.’s demand would be, in consider- 


able part if not entirely, a net addition to the more or less continuous market 
demands of its members, and would intensify rather than ease the general 


shortage. 


Ill 


The difficulties in Triffin’s plan which have just been summarised are 
substantial. Some of them, it is true, could be materially reduced by a series 
of fairly obvious modifications of the plan itself. I think that even with 
these modifications, however, neither Triffin’s plan nor any of the other 
proposals for reform that have been advanced to date quite gets to the heart 
of the matter. A still more fundamental modification of our present 
arrangements is necessary if the free world’s international monetary 
system is to be put on an enduringly stable basis. 

The reason is that the form of gold-exchange system which has been re- 
established in recent years rests, I think, on a basic contradiction with respect 
to the role it assigns to gold itself. We now require gold to serve as part or 
all of the internal central reserves of many free-world countries, including 
nearly all the larger industralised nations; at the same time we treat gold as 
the last-resort means for making international payments; and we also insist 
on using our limited monetary stocks to help satisfy the intermittent but 

* See especially Gold and the Dollar Crisis, p. 112. 
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sometimes enormous demands of private and governmental gold speculators 
and hoarders all over the world, Yet as is by now obvious to almost every- 
one, and as Triffin himself has persuasively argued, the free world’s supply 
of monetary gold is completely inadequate to carry all three of these burdens 
effectively and at the same time, or even to carry the first two alone, in 
periods when there are very severe pressures. Nor would the adoption of 
Triffin’s own plan, as shown earlier, really solve the problem with respect to 
gold; indeed, it might even make the problem worse. 

This, then, is the contradiction: we have no way of making the supply 
equal to the upper reaches of the probable aggregate demand, yet we cling 
tenaciously to the system. A collapse, in the sense of an enforced devalua- 
tion or a suspension of the convertibility of one or more major currencies, is 
hence always possible. We managed, by a combination of emergency 
measures and perhaps some good luck, to slide through the crisis of late 1960 
and early 1961, but it would be merely self-deluding to regard this crisis as 
unique. Another one like it, or perhaps something worse, could occur at 
any time and with little advance warning. Our present system is a moder- 
ately good fair-weather craft when managed skilfully, but in storms it leaks 
badly and could easily founder. No mere patching or caulking will 
strengthen it sufficiently. It is hence imperative to devise some better set 
of arrangements, and to do so quickly. 

If this basic conclusion is accepted—and I believe it is the only one which 
is defensible—then we must rebuild part of the system itself. There are, I 
think, only two major alternatives. First, we can devote all our monetary 
gold to the effecting of international settlements alone, and deliberately 
abandon its use as an important internal national reserve. This step, how- 
ever, would scarify the monetary traditions of the leading countries, 
hence would probably arouse insuperable opposition, and might not be 
workable in practical terms. Nor would it alone assure the maintenance 
of international balance. Or, second, we can do just the opposite. We 
can devote our monetary gold primarily to the maintenance and expansion 
of national internal reserves alone, and, for those last-resort international 
settlements which would otherwise have to be made in gold, use instead 
something like the new I.M.F. deposit balances which Triffin proposes. 
These deposit balances, when protected by the additional safeguards de- 
scribed later, will be just as liquid, as generally acceptable and as “ safe ” 
as gold, and in most cases will also pay interest to their holders instead of 
being a non-earning asset. This is the simplest solution and the only one 
which seems broadly practicable. Eliminating the use of monetary gold to 
make international settlements in all ordinary circumstances will likewise 
reduce short-run fluctuations in national gold reserves, and in countries that 
orient their internal policies on their gold holdings to any substantial degree 
will thus increase internal economic stability. 

This step alone, of course, will likewise not solve the broader problems 
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of stability and balance at the international level. If the further modifica- 
tions of our present system and of Triffin’s plan which are proposed below 
are also adopted, however, together with the necessary additional safeguards, 
I believe a really workable and adequate international monetary system can 
at last be achieved: that is, a system which can handle every probable future 
international pressure, of the types which such a system should properly be 
expected to deal with at all, yet which at the same time need be neither in- 
flationary nor deflationary in its effects. The more important specific pro- 
visions required to implement the basic principles here involved are sum- 
marised in later sections. 

It is true that in the traditional theory of gold-standard central banking 
international gold flows wer- assigned a key “‘ barometric ” role even when 
their absolute size was small. Ifthe gold flow was of appreciable size relative 
to the country’s total reserves, an adjustment of the internal currency and 
banking system was supposed to ensue—especially in the case of gold losses. 
This adjustment was also supposed to help maintain the “ value ’’ of currency. 
With these considerations in mind, many will now contend that with the 
recent spread of gold convertibility, these effects of international gold flows 
are once more an essential part of the process by which overall international 
balance is maintained, and hence that the use of gold itself to effect net 
international settlements must be preserved at all costs. 

To these contentions there are three answers, each partial but mutually 
complementary and in combination complete. First, the experience of the 
inter-war years—the last period of substantial length when any large number 
of leading countries maintained fairly unrestricted gold convertibility—sug- 
gests that the “ traditional ”’ rules of positive internal response to gold flows 
were actually followed less than one-third of the time: the theory does not 
correspond well to recent practice. Second, however, there is obviously no 
reason why I.M.F. members should not respond to gains and losses of the 
proposed new I.M.F. deposits, if they so choose, precisely as traditional theory 
required them to respond to gold flows. Third, astothe “ value ’ of member 
currencies, the new I.M.F. deposits will be gold-denominated and kept at par 
with gold. Hence any member that maintains the stated par value of its 
currency in terms of I.M.F. deposits (within the permitted limits of variation) 
will enjoy the same beneficial effects on the external value of its currency as 
those which it now does or could receive from maintaining external converti- 
bility into gold. The internal value of any member currency, on the other 
hand, always has been and will continue to be governed primarily by the 
actions of the member’s own monetary and fiscal authorities alone. 

To summarise, in the proposed new system and in all ordinary cir- 
cumstances the need, and hence the demand, for gold to make international 
settlements will simply disappear. Its place here will be takeu by the new 


? See the League of Nations study, International Currency Experience (1944), pp. 68,69. The data 
used, however, relate only to year-to-year changes. 
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I.M.F. deposits, and the existing monetary gold stocks can be used exclus- 
ively for internal reserves.* 

All this does not mean, however, that the members of the I.M.F. should 
hereafter use their gold simply to plate their palaces and parliament houses. 
Gold will continue to serve as a vital internal restraint and regulator for any 
country that so desires, and as the traditional symbol of financial strength; 
and each member will be free to increase its stocks by buying from any 
holder who sells voluntarily. Only what is in effect the present compulsory 
aspect of international gold sales will be removed. Moreover, for a long 
time to come ordinary prudence will require that the present monetary gold 
stocks be retained as safety reserves against a possible future liquidation of 
I.M.F., some other breakdown of the new system or a new war. 


IV , 

Even if the proposed general principles concerning the international use 
of gold are accepted, this would obviously not be sufficient to define or to 
establish an adequate new international monetary system, To permit an 
intelligent appraisal of the probable effects of the adoption of the principles, it 
is therefore necessary to describe briefly the more important additional pro- 
visions which also seem required, in order to ensure the satisfactory opera- 
tion of the reconstituted international monetary system. So far as these pro- 
posed provisions parallel Triffin’s, a summary reference will suffice. 


1. Reorganisation of the I.M.F. 


The present I.M.F. should be completely reorganised, along somewhat 
the same general lines as those proposed by Triffin, though with a good many 
differences, and should be made into a central bank for its members. The 
present quota system for regulating loans to members should be abolished. 
The present guarantee clause protecting I.M.F. holdings of member 
currencies should be retained. 


2. Transactions in Gold 


As part of the reorganisation, and to implement the general principles 
proposed in Section III, above, the I.M.F. members should agree that: (i) 
both the members and the I.M.F. itself are free to buy anywhere any gold 
which the holder wishes to sell; (ii) no member will request gold in settle- 
ment of payments due, either from another member or from the I.M.F.; 
(iii) the I.M.F. will not request gold from a member, except in connection 
with the application of the proposed “ sanctions” described below; (iv) 
neither the I.M.F. nor any member will sell gold to any private individual 
(except for limited industrial purposes) or to a non-member; and (v) the 

! Nor would the change in the position of gold be revolutionary. Few, if any, major countries 
to-day allow the internal circulation of gold coin, or pay out gold on demand to private domestic 
buyers (except for limited industrial purposes); almost none sells to private buyers in other countries, 
unless in emergencies like 1960-61. 
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I,M.F. may sell or lend gold voluntarily to a member, and a member may 
lend or sell gold voluntarily to another member or to the I.M.F. The 
1.M.F., in particular, should be free to make limited loans or sales of gold 
to a member for internal stabilisation purposes.* 


3. Initial Creation of IL.M.F. Deposits; Conversion Rights 

At the date of the inauguration of the new system the I.M.F. will create 
its own gold-denominated deposit balances in favour of each member, 
as Triffin proposes, in an amount equal to the member’s subscrip- 
tion at that date minus any existing net debt of the member to the I.M.F. 
Each member will be free to sell, lend or otherwise transfer its I.M.F. de- 
posits to another member. Each member may also use its 1.M.F. deposits 
to buy back its own currency from the I.M.F. No member, however, may 
demand that the I.M.F. convert any part of its deposits into gold. On the 
other hand, the I.M.F. must always buy a member’s holdings of a second 
member’s currency, if requested, in return for I.M.F. deposits (but subject 
to the limitations on I.M.F. currency holdings described in para. 6, below). 
The I.M.F. may also convert a member’s deposits into the currency of another 
member, if requested, provided the I.M.F. both holds the second currency 
and wishes to sell it, but the I.M.F. is not automatically obliged to make such 
conversions. Should the I.M.F. refuse, the first member is always protected 
in any event, because each member will have agreed always to accept I.M.F. 


deposits in payment from another member (para. 4, (i) below). TheI.M.F. 
may also serve as an agent for the exchange of currencies and for the clearing 
of payments between members.* Finally, the deposit liabilities of the 
I.M.F. will carry interest at the current net I.M.F. earnings rate, except in 
special circumstances described later. Any increases in I.M.F. deposits 
after the inaugural date should be limited and controlled as proposed below 


(para. 5). 


4. ILM.F. Deposits and Member Reserves 


If the proposed new system is to work at all, if international transfers of 
the ownership of I.M.F. deposits are to take the place now filled by interna- 
tional transfers of gold, and especially if the new I.M.F. is to operate as an 
international central bank—that is, as an international lender of last resort— 
then it is obviously necessary that as of the date of inauguration of the new 
plan, each member of the I1.M.F. shall agree to: (i) accept title to I.M.F. de- 
posits, if offered, in pro tanto payment of any debt due from another member 


+ It would also be desirable that all members require the sale to them of all private gold stocks 
(other than industrial) already held within their territories, as the United States did in 1933, but 
this is not essential. 

* The problem of the conditions (if any) under which member currencies should be exchange- 
able for 1.M.F. deposits at prices different from par, and the problem of the conversion rights 
attached to I.M.F. deposits in the event of a subsequent liquidation of the I.M.F. itself, will not be 
explored here. 
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or from the I.M.F. itself; and (ii) count I.M.F. deposits it owns as part of its 
own central monetary reserves, at least to the extent that its aggregate 
reserve assets would otherwise be insufficient to meet its minimum legal or 
traditional reserve requirements. If these provisions are agreed to, the 
I.M.F., even without any further increase in its subscribed resources, should 
be able to deal with any situation likely to occur within the next several 
years where any substantial use of I.M.F. funds at all is appropriate, short of a 
general international collapse. 

Triffin would go farther with respect to the second provision, and would 
require members to keep a stated proportion (say 20°) of their internal 
monetary reserves in the form of I.M.F. deposits. As remarked earlier, how- 
ever (Section II, 2), such a requirement would both be almost certain to 
arouse profound opposition, and in what follows will be shown to be un- 


necessary. 


5. The Subsequent Expansion of I.M.F. Deposits 

After the initial creation of I.M.F. deposits, and assuming no increases in 
subscriptions, a member may nevertheless increase both its own holdings of 
such deposits and the overall total in any of three main ways: (i) selling 
gold voluntarily to the I.M.F.; (ii) selling the currency of another member 
B to the I.M.F.; or (iii) selling its own currency to the I.M.F. 

Turning these transactions around, from the point of view of the I.M.F. 


the purchase of gold is always desirable, other things equal, and creates no 
problems. Second, an I.M.F. purchase of member A’s currency from A 
itself, when undertaken at A’s own request, is in effect a “ direct ” loan to 
A, analogous to direct loans by the I.M.F. under the present system. Such 
loans should be subject to charges that vary both with the relative size and 
the duration of the loan, much as at present. They should be freed, however, 
from the present often-crippling restrictions as to purposes, amounts and 
timing: subject to the safeguards outlined below, the I.M.F. should have 
freedom to exercise its own judgment. Here the I.M.F. is in control, and 
if its management is intelligent, and also follows the guides suggested below, 
neither overlending nor other major difficulties need arise.2_ Third, however, 
the situation is quite different when the I.M.F. purchases member B’s 
currency from A. Subject only to the limitations proposed below, the new 
I.M.F. must always make such purchases (see para. 3, above). They are 

? The present I.M.F. regulations and procedures permit the I.M.F. to act as a central bank 
only to the extent that it has gold on hand or obtainable, or other currencies which are acceptable 
to the creditors, and then only to the extent (often severely limited) that the debtor can obtain the 
necessary initial loan from the I.M.P. itself. 

Note that acceptance of the second condition will require new legislation in some countries, 
notably the United States. 

* If the I.M.F. buys A’s currency at the initiative of the 1.M.F. itself, however, this is clearly 
not a direct loan to A, and no charges should be imposed. But if I.M.F. deposits become generally 
accepted by members in payment from other members it is in any event unlikely that such purchases 
will be important. 
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one of the two main processes through which the I.M.F. can and must 
serve as the international lender of last resort (the other being “ direct ” 
loans to A). These purchases will operate both to restore A’s liquidity and 
to relieve the current pressure on B; in effect, they temporarily substitute 
the obligations of the I.M.F. to member A for those of member B. Looked 
at from the other side, however, by buying B’s currency the I.M.F. is in 
effect making an “indirect” loan to B. But under the provisions thus far 
considered the I.M.F. has no way of bringing any controlling pressure to 
bear on B. In entirely concsivable circumstances, therefore, continued 
I.M.F. purchases of B’s currency through this procedure could at one ex- 
treme threaten a serious and perhaps indefinite inflation of I.M.F. deposits; 
and at the other extreme might, by loading the I.M.F. with too large a 
volume of assets of uncertain value, impair or even destroy the current 
acceptability of its own deposits. It is therefore essential both to set limits 
of some sort on the I.M.F.’s holdings of any member’s currency and to give 
the I.M.F. effective tools or sanctions with which to enforce such limits. 


The following provisions are suggested, in summary outline. 


6. Limits on I.M.F. Holdings of Member Currencies 


It is necessary to distinguish between convertible and inconvertible cur- 
rencies. (i) In the first year or two after the inauguration of the new system, 
the I.M.F.’s total holdings of either group of currencies may be allowed to 
increase temporarily somewhat above the volume created initially (para. 3, 
above), if necessary to meet possible future pressures, but not ordinarily by 
more than say J0%. This will permit a much greater expansion in absolute 
terms of convertible-currency holdings, of course, than of inconvertible. 
(ii) The limits on temporary increases for any one currency should be sub- 
stantially higher, again to meet possible future pressures: say 20°/, instead of 
10, provided that the total increase for the relevant group of currencies as a 
whole is still not exceeded. (iii) The I.M.F. should have power to exceed 
any of these limits temporarily by, say, another 10% in severe emergencies. 
(iv) If the total monetary reserves of a member A which holds I.M.F. de- 
posits exceed, say, 30% of A’s relevant demand liabilities, the 1.M.F. should 
have power to require A to repurchase with its I.M.F. deposits any I.M.F. 
holdings of A’s currency, until the latter holdings are reduced to zero or the 
suggested reserve ratio is reached. 

(v) Triffin has also proposed an automatic further increase in I.M.F. 
deposits, at, say, 3-5%, per year on the average. This would in general, of 
course, also increase I.M.F. holdings of member currencies or securities. It 

* For reasons given near the beginning of Section V, below, neither the solvency nor the 
liquidity of the reorganised I.M.F.—in the sense of its ability to pay all its deposit liabilities in full 
and promptly—can ever be impaired in actual fact. General uneasiness about the value or the 
salability of a substantial part of the I.M.F.’s assets, however, might nevertheless make members 
ere nt i I.M.F. deposits in payment—even though such hesitation would really be 

irra’ 
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has not been clearly established, however, that growth either in a member's 
real output or in the real or money volume of its international trade requires 
a corresponding increase in its international monetary reserves. Such re- 
serves are required only to meet disequilibria in its balance of payments, 
not to carry the total volume of payments itself. With improved techniques 
for maintaining internal and external balance, and with a more powerful 
will to use them, the need for international reserves actually held may even 
decline. What is essential, rather, is to provide for the availability of addi- 
tional reserves, on a temporary basis, to meet unusual pressures of those types 
for which the use of such reserves is appropriate. The provisions outlined 
above will ensure a substantial expansion of reserve availabilities, surely 
enough for some years, and until more evidence is at hand it would not be 
advisable to prescribe automatic increases in reserves actually held—which 
might prove merely inflationary.' 


7. Sanctions 


To enforce the limits just proposed the I.M.F. should be given new powers, 
additional to those which it now has and will have over “ direct’’ loans, to 
enable it to control “ indirect ” loans as well, Whenever the 1.M.F. feels 
that its holdings of a member’s currency, from whatever source derived, are 
“ excessive” in the sense of rapidly approaching or passing beyond limits 
such as those just outlined, it should have powers, which it should be free to 
use at discretion and in any order, to: (i) consult the member concerned, and 


recommend measures which the member itself should take; (ii) suspend pay- 
ment of interest on I.M.F. deposits held by the member; (iii) impose charges 
on any I.M.F. holdings of the member’s currency, as is now done with 
“ direct ” loans; (iv) require the member to repurchase, either with gold or 
with another currency acceptable to the I.M.F., “ excess ” I.M.F. holdings 
of the member’s currency?; (v) declare an embargo on the member’s currency, 
and refuse to accept it for any purpose, until the situation has been corrected ; 
(vi) sell part or all of the I.M.F.’s holdings of the currency in the open market 
for what it will bring; and (vii) expel the member from the I.M.F. Any one 
of the last three steps may also force a devaluation of the member’s currency, 
but the devaluation will then occur in such circumstances that it is un- 
likely to spread in a chain reaction to other members—who can in any event 
be given help if adversely affected. 

It may also be desirable to invoke sanctions such as (i) through (iv) above 

1 Also see the observations on the relations between international balance and liquidity, in 
somewhat the same vein, in the Radcliffe Report (op. cit.), especially paras. 679 f. 

* This step is, of course, much the same as Triffin’s proposal for “* extraordinary amortisation "’ 
(ibid., p. 112), But the settings and motivations are somewhat different in the two cases. In 
‘Triffin’s system the I.M.F. could itself be required to convert part of its deposit liabilities into gold, 
under specific conditions, and hence might be compelled to demand such “ amortisation ” merely 
to protect its own gold reserves. Under my proposals these latter things would not be true. The 
1.M.F. could hence concentrate solely on the best methods of dealing with the problems of the 
particular member or members whose currencies it held in “* excessive "’ quantities. 
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against a member which has a seriously excessive international creditor posi- 
tion; and the I.M.F. should have power, as proposed in para. 6 (iv), above, 
to compel such a member to reduce its holdings of I.M.F. deposits. 


8. Investment of I.M.F. Assets 

The I.M.F. should not make investments designed to promote the 
“* development ” of a particular country directly; the latter function belongs 
elsewhere. If its holdings of a member’s currency are in excess of the 
I.M.F.’s own current requirements, however, the I.M.F. should be free to 
invest the excess in the member’s government or government-guaranteed 
obligations (with the member’s consent). Such obligations should be short- 
term or not far from maturity, should be protected by the same guarantee 
against devaluation as the I.M.F.’s currency holdings, and should be 
included when the I.M.F. determines the limits on its holdings of the 
member’s currency (para. 6, above). The I.M.F. should also have power 
to invest limited sums in the obligations of an approved inter-govern- 
mental agency, if the obligations are payable in a convertible currency and 
are subject to the provisos outlined in the preceding sentence—as if they were 
in fact obligations of the government issuing the currency in which they are 
payable. 


9. Special Provisions for Primary-product Exporters 

Many of the economically less-advanced countries that depend on ex- 
ports of one or a few primary products face from time to time, as is familiar 
(see Section IT, (1), above), severe balance-of-payments pressures that are sub- 
stantially different both in their origins and often in their effects from those 
typically encountered by the more highly industrialised nations. So far as 
such pressures originate in overproduction, there is little in the strictly 
monetary field that other countries can or should try to do: measures of other 
sorts, perhaps including medium- and longer-term loans, would be more 
appropriate. When the pressures arise primarily from a decline in export 
proceeds which is itself due to a cyclical recession in the industrialised im- 
porting countries, however, action by the international monetary authorities 
is both possible and feasible. 

Even in the latter situation it would be unwise for the I.M.F. itself to 
provide more than very limited and temporary assistance; otherwise an 
unmanageably large proportion of its own total resources could quickly 
become committed to illiquid situations. A solution can be found, however, 
by utilising a modification of a plan proposed by a United Nations Com- 
mittee of Experts in 1949.1. Under the conditions prescribed in the Commit- 
tee plan, and at the request of the I.M.F., the principal importers A of mem- 

* National and International Measures for Full Employment (United Nations, 1949: A Report by a 


Committee of Experts). The plan is commonly attributed to Mr. Kaldor, who was a member of the 
Committee. 
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ber B’s primary exports to the group A would make interest-free loans of their 
own currencies to the I.M.F. (not to B), up to, say, perhaps 50% or more of 
any decline in B’s average exports to them that was due to recession within 
their own (A’s) economies. The I.M.F. would then create an equivalent 
amount of its own deposit balances, and would lend them (also interest-free) 
to B against the security of B’s own currency. Member B would then be able 
to maintain much of its own imports—thus also helping to reduce and per- 
haps even reverse the recession in the industrial countries that were the 
original lenders. The bigger the loans, the greater the probable effect. 
Repayment of the I.M.F. loans should, of course, be a first charge on any sub- 
sequent increase in B’s export proceeds above some stated figure. TheI.M.F. 
should repay its own creditors A as it is itself repaid. The other necessary 
safeguards are largely self-evident, and need not be spelled out.* 

The interposition of the I.M.F. in the loan operation, instead of having 
the A group lend directly to B, seems desirable in order to provide unbiased 
determinations of times and amounts and an impartial agency for enforcing 
later repayment. Lending I.M.F. deposits to B is preferable both because 
these deposits will be universally acceptable in payment for B’s own subse- 
quent imports, whereas some of the currencies of the importing group A 
might not be, and because the group A will in general be more willing to 
lend to the I.M.F. than to B. 


Vv 


If the I.M.F. is reorganised and is given the essential additional safe- 
guards proposed above, and if the gold provisions are agreed to, the liquidity 
and general soundness of the I.M.F. will be beyond question, even if no 
further increases are made in its subscriptions. Suppose, for example, that 
the reorganisation had been effected on January 31, 1961, and that each 
member had been given a new I.M.F. deposit balance equal to its total 
subscription at that date, minus any net claim of the I.M.F. on it—as pro- 
posed above. The I.M.F. itself would then have had deposit liabilities of 
roughly $14 billion. Its assets would have consisted of $2-4 billion of gold, 


1 Such increases in I.M.F. holdings of A and B currencies should not, of course, be counted 
in computing the limits proposed in Section IV-6, above. 

2 This type of arrangement could be set up by a once-for-all agreement (with stated maximum 
limits) between the I.M.F. and the central banks of the larger relevant importing members, and 
could be put into operation from time to time as required. Hence new legislative authority would 
not be required each time. The increases in the I.M.F.’s holdings of the currencies involved should 
not, of course, be counted in applying the limits on currency holdings proposed in para. 6, above. 

This arrangement also seems both more workable and more likely to be accepted than the 
proposal for a “‘ development insurance fund” recently made by another United Nations group 
(International Financial News Survey, April 14, 1961). I have not yet seen the document in question, 
but the plan appears to contemplate the inclusion of the industrial countries as well, and to apply 
to all exports, not only primary products. 

The arrangement proposed above obviously offers no solution, however, for the problems of 
underdeveloped countries that are chronically in need of much larger reserves. 
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$7-5 billion of convertible currencies (including gold-account investments of 
$800 million), $4-1 billion of inconvertible currencies and roughly $700 
million of other assets—a total of $14-7 billion. The ratio of gold to de- 
posits would have been 17°%,; of gold plus convertible currencies to deposits, 
71%. The 1I.M.F. would hence have been both highly liquid and on almost 
any definition “ sound.’’* 

' If thus reorganised, and even without any further increases in subscrip- 
tions, the resources of the I.M.F. should be more than sufficient for some 
yeats to come. It should be able to deal effectively with every probable 
future situation short of a general international collapse in which any sub- 
stantial use of I.M.F. funds at all is appropriate, provided only that the 
members involved on both sides of a payments-pressure situation also adopt 
appropriate internal policies. The I.M.F. should even be able to combat 


Moreover, the I.M.F. as thus reorganised can never become illiquid, in 
the of becoming unable to meet its deposit obligations promptly. A 
member wishing to withdraw its I.M.F. deposits cannot convert them into 
gold (unless it were quitting the I.M.F. entirely, when it would receive some 
pro rata share of I.M.F. gold). The member can only convert its deposits 
into its own currency, if the I.M.F. holds that currency; ur, up to the amount 
that the I.M.F. is able and willing to sell, into the currency of another member 
(see Section IV, 3, above; but of course the member can always offer its 
I.M.F, deposits for sale to another member). Such conversions of deposits 
will reduce equally both the assets and the liabilities of the I.M.F., but will 
not impair its liquidity as just indirectly defined. Nor would a member 
ordinarily have any reason on balance-of-payments grounds to demand con- 
version into a second member’s currency anyway: the latter currency would 
be needed only to make payments to the second or to another member, and 


? Any increase in subscriptions would now presumably increase the proportion of convertible 
currencies, and might also increase the quantity of gold held. 

Triffin’s proposals for inaugurating and expanding the I.M.F. (op. cit., pp. 107-10) are not 
likely to be accepted in their present form because they would require large gold payments from 
some countries, especially the United States. Under the alternative proposals made above (Section 
IV, 2), the I.M.F. would not ordinarily pay out gold at all, and hence would not need’any additions 
to its stock. If subscriptions are later increased, I suggest that they be paid in as follows: (i) gold 
in excess of, say, 25% of the relevant liabilities of the member’s central bank; (ii) convertible 
Se ee ee 

and (iii) the balance in the member’s own currency. 

* Here the procedure proposed by Dr. Bernstein (loc. cit.), under which the I.M.F. would issue 
its own debentures and use them as security to borrow gold or the debtor’s currency from the 
member receiving the hot money, would also be most helpful. In a sense, this would temporarily 
reverse the flow. But the procedure is not powerful enough to be the chief reliance in times of major 
stress (in itself, it puts no pressure on the debtor; and some creditors might refuse to lend, as Professor 
Kenen has remarked in an unpublished manuscript which he kindly showed me), and it is rather 
clumsy. It is hence not an adequate alternative to the creation of a true international central bank. 
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all members will already be obligated to accept I.M.F. deposits for such 
purposes (see Section IV, 4; above).4 

Nor can the reorganised I.M.F. ever become insolvent, in the sense of be- 
coming unable to meet its deposits obligations in full, for essentially the same 
reasons. It is true that if a member became uneasy about the value of the 
I.M.F.’s assets it might refuse to accept 1.M.F. deposits—contrary to its agree- 
ment. But such a refusal would in actuality be irrational, for as just shown, 
the I.M.F. will always be able to “ convert ” its deposits in full. Only if the 
I.M.F. were to be completely liquidated would a possible decline in the 
value of its assets below cost be a matter for legitimate concern. 

The real dangers to which the reorganised I1.M.F. will be exposed are 
different. First, there are various types of balance-of-payments pressures 
which, however severe they may be, the I.M.F. cannot and should not try 
to deal with (see Section II, 1, above). Ifit nevertheless yields to temptation 
or the entreaties of its members, it will risk its own destruction. Second, it 
is also entirely possible that through bad judgment on the part of its nana- 
gers the I.M.F.’s operations will become an engine of international inflation, 
despite the safeguards proposed at earlier points. This would be highly 
undesirable in itself, but would still not make the new I.M.F. either insolvent 
or even illiquid. Moreover—though the thought may not be too comfort- 
ing—the same risk of inflation attaches to the operation of any central bank 
or government, neither of which can ever be Lankrupted involuntarily. One 


is always compelled to rely to some extent on the integrity, judgment and 
will-power of competent administrators. 


VI 
The preceding analysis has sought to establish three main points. First, 
an extensive and even drastic reorganisation of our present international 
monetary arrangements is both imperative and urgent. Second, while the 
major objectives of Triffin’s plan—the most comprehensive hitherto pro- 
posed—are the right ones as far as they go, the plan itself both contains 
serious internal defects and, with respect to gold, does not go to the real 
heart ofthe problem. Third, the adoption of the alternative proposals made 
above—especially those concerning gold, the specific limits and sanctions on 
I.M.F. currency holdings, member reserves, primary-product exporters, 
the divorcement of I.M.F. operations from development programmes, and 
these and other arrangements permanently protecting the liquidity and the 
solvency of the I1.M.F.—will substantially cure these defects, and will permit 
the establishment of a really effective and adequate international monetary 
system. 
oa Had the I.M.F. been reorganised on January 31, 1961 in the manner proposed above, and had 
all members then having convertible currencies withdrawn their deposits immediately after the 
reorganisation,,the I.M.F. could still have paid them off in such currencies or in gold. Thereafter 
the 1.M.F. would have been protected from all dangers on this score by the provisions for reorganisa- 
tion themselves, as outlined above, and by the proposed measures relating to gold. 
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Recognition of the validity of the first point is becoming increasingly wide- 
spread. On the other hand, the choice as between Triffin’s plan for the 
reorganisation itself, the alternative plan proposed above and other present 
or possible future plans must obviously wait on further discussion and, 
eventually, on intergovernmental action. 

Meanwhile, however, another and quite recent type of difficulty, which 
is as much political as economic, is threatening to block any action at all. 
This difficulty really has three aspects, though there is common ground 
among all three. First, the United Kingdom is understandably concerned 
about the effects of any general monetary reorganisation on the interrelated 
financial, commercial and political complexes of the Commonwealth and 
the other sterling area countries. Second, in the leading European countries 
as a whole there is apparently an increasing disposition to urge that participa- 
tion in any new international central bank be confined to the countries now 
possessing the major trading currencies—which is really a revival of Professor 
J. H. Williams’s “key currency” idea—and thus to make the new I.M.F. 
central bank a rich man’s club alone. Finally, many countries all over the 
world are said to be increasingly uncomfortable over the dominating role 
which the United States would presumably play in the new institution. The 
United States subscription, and hence its vote if votes are proportional to 
subscriptions alone, would far exceed any other nation’s. 

These difficulties are not imaginary, and they could become serious or 
even fatal obstacles to any major reorganisation. Although they cannot be 
examined here in detail, one or two comments may be suggested. First, 
there is obviously no a priori logical barrier to the incorporation into the pro- 
posed new I.M.F. either of the sterling area or of more specifically localised 
regional arrangements, and without loss of that identity which is both so 
highly prized politically and often so valuable in practical terms. Second, 
if there is enough goodwill on both sides the voting-power probiem should be 
negotiable, and capable of a reasonable solution. Third, however, com- 
plete exclusion of the smaller countries from the new I.M.F. would be both 
awkward with respect to the normal operations of the I.M.F. and probably 
disastrous politically. It would be at once counter to the real spirit of the 
United Nations, and a wonderful weapon for the Communist bloc. 

But whatever the specific solutions that may he found for these very sub- 
stantial problems, the one thing which is imperative is that serious work 
should begin promptly, at both governmental and intergovernmental levels, 
to develop and adopt an effective and adequate plan for the reorganisation 
itself. Time may not wait much longer. 

James W. ANGELL 
Columbia University, 
New York 27. 





ON THE MEASUREMENT OF TECHNOLOGICAL 
CHANGE! 


An historical play about growth models might consist of three acts: in 
the first, labour, supported by an invisible chorus of capital, land and techno- 
logical progress, holds the stage; in the second, capital and labour exchange 
roles. Finally, in the third act now being performed, labour, capital (and 
sometimes land) and technological progress appear on the stage together, 
with the first two (or three) reading from the script while technological pro- 
gress holds forth the rest of the time.? So treated, this newcomer has done 
remarkably well. According to several recent American studies, it has been 
responsible for some 80-90% of the growth of output per unit of labour, the 
remaining 10-20%, being all that capital (and land) could claim. True 
enough, this large contribution has not been made by technological progress 
alone; a whole group of actors consisting of technological progress in the 
narrow sense, economies of scale, external economies, improved health, 
education and skill of the labour force, better management, changes in pro- 
duct mix and many others have been involved. For this reason, the names 
given to this group have ranged from “ output per unit of input,” “ efficiency 
index,” * “ total factor productivity,” “ change in productive efficiency,” * 
“ technical change,”’ ® all the way to “ measure of our ignorance.” * To 
emphasise the nature of this concept and to avoid loaded words, let us call it 
the “ Residual.” ? 

1 Without sharing my errors with them, I am gratefulfor many helpful comments to A. Bergson, 
S. Chakravarty, S. Clemhout, P. Dhrymes, R. Eckaus, E. Kuh, L. Lave, A. Olgaard, J. Schmookler, 
R. Solow and H. Wan. 

* A sample from the first act is a study by Everett E. Hagen and Nora B. Kirkpatrick, “‘ The 
National Output at Full Employment in 1950,” The American Economic Review, Vol. XXXIV, 
September 1944, pp. 472-500, while the second act features the so-called Harrod-Domar models 
with all their ancestors, relations and offspring united by the use of one or more, usually constant, 
capital coefficients. 

What about an epilogue banishing labour and capital into the chorus and leaving technological 
progress in sole possession of the stage? 

8 Prin cr Schmookler, ‘‘ The Changing Efficiency of the American Economy: 1869-1938,"’ The 

Review of Economics and Statistics, Vol. XXXIV, August 1952, pp. 214-31. 

* John W. Kendrick, “‘ Productivity Trends: Capital and Labor,” The Review of Economics and 
Statistics, Vol. XXXVII, August 1956, pp. 248-57, reprinted as National Bureau of Economic 
Research, Occasional Paper 53 (New York, 1956), to which further references are made. I am 
grateful to Mr. Kendrick and the N.B.E.R. for giving me a manuscript of his forthcoming book on 
Productivity Trends in the United States. 

5 Robert M. Solow, ‘‘ Technical Change and the Aggregate Production Function,” The Review of 
Economics and Statistics, Vol. XX XTX, August 1957, pp. 312-20. 

® Moses Abramovitz, ‘‘ Resource and Output Trends in the United States since 1870,"’ American 
Economic Review, Papers and Proceedings, Vol. XLV1, May 1956, pp. 5-23, reprinted as National 
Bureau of Economic Research, Occasional Paper 52 (New York, 1956). 

7 It is indeed estimated as a residual after the contribution of other inputs to the growth of 
output has been accounted for. Many a time it will be tempting, however, to call it “ an index of 


technological change.” 
No. 284.—-VOL. LXxI 2A 





710 THE ECONOMIC JOURNAL [DEC. 


So far I have seen essentially four methods of expressing the Residual: 
(1) it is defined as the difference between the values of outputs and inputs in 
constant prices. by Hiram S. Davis; ! (2) it is the ratio between arithmetic 
indexes of output and of input, in the works of Schmookler, Abramovitz and 
Kendrick, which I shall call the SAK method; (3) the Residual is the ratio 
between an aggregate arithmetic index of output and inputs embodied in a 
linear homogeneous production function—the work of Solow; (4) finally, 
the Residual; or more correctly, its relative percentage rate of growth, is the 
weighted arithmetic average of relative changes in input coefficients between 
two points of time, derived by Leontief from his input-output studies.* This 
is a very rough and not a chronological description of the several methods, 
which differ in many other respects as well. When applied to large, slowly 
growing aggregates they are likely to yield similar results, with or without 
my suggestions. But in rapidly growing industries and sectors and in prob- 
lems involving integration and aggregation of industries both the differences 
and the arguments about them may be more significant. 

My original aim was to argue about all four methods. But space has 
admitted only two of them: the Solow and the Leontief, plus the geometric 
index on which both are based. 


I. Tue Sotow MeEtHop 


List of Symbols (in Order of Appearance) 
¥ = index of output in physical units 
A = Residual (sometimes interpreted as an index of technological change 
in the broad sense) 

t = time 

L = index of labour input in physical units 

K = index of capital input in physical units 

a = ratio of the value of labour input to the value of output in the base 


period 
® = ratio of the value of capital input to the value of output in the base 


period 
Y, A, L, K = relative (percentage) rates of change of the respective variables per 
unit of time. 


1 Hiram S. Davis, Productivity Accounting (Philadelphia, 1955). He also uses the SAK method 
(see below). 
* Wassily Leontief et. al., Studies in the Structure of the American Economy (New York, 1953), pp. 27- 
35. 
* Nor is it a complete list of the many works in the field. For a brief historical note see Kendrick 
op. cit., pp. 2~3. The SAK method was recently used by W. B. Reddaway and A. D. Smith, “* Pro- 
gress in British Manufacturing Industries in the Period 1948-1954,”” Economic Journat, Vol. LXX, 
March 1960, pp. 17-37; the Solow method by Olavi Niitamo, “ The Development of Productivity 
in Finnish Industry 1925-1952,” Productivity Measurement Review, No. 15 (November 1958), pp. 30- 
41; Odd Aukrust, ‘“ Investment and Economic Growth,” Productivity Measurement Review, No. 16, 
February 1959, pp. 35-53; and by Benton F. Massell, “ Capital Formation and Technological 
Change in United States Manufacturing,’’ The Review of Economics and Statistics, Vol. XLII, May 
1960, pp. 182-8. Solow himself was anticipated by J. Tinbergen, ‘‘ Zur Theorie der langfristigen 
Wirtschaftsentwicklung,”’ Weltwirschafiliches Archiv, Vol. LV, May 1942, pp. 511-49, translated as 
* On the Theory of Trend Movements,” Selected Papers (Amsterdam ,1959), pp. 182-221. 
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Assuming that technical change, “‘ a shorthand expression for any kind of 
shift in the production function,” ! is neutral, Solow starts with the production 
equation 


(1.1) Y = A(®fUL, K) 


and with two traditional assumptions: (1) that f(Z, X) is linear and homo- 
geneous, and (2) that factor prices equal their respective marginal products, 
he obtains the simple, and valuable for us, result that 


(1.2) ¥=A+al+e6k 
and hence that 
(1.3) A=Y¥—ol—sk 


witha +8 = 1.2 Since ¥, Z, R, « and § can be derived empirically, A, the 
rate of growth of the Residual, can be estimated. 

So far the exact form of the production function has not been specified, 
but should it be of the Cobb-Douglas type, 


(1.4) Y = AL*K® 


with constant « and 8, and a + 8 = 1, (1.2) and (1.3) can be obtained more 
directly by taking logarithms of both sides of (1.4) and differentiating them 
with respect to time. For reasons explained below and because, a humble 
mathematician, I am more comfortable with a specific function, the Cobb— 
Douglas will be used here. Actually the integration of the expression (1.2) 
shows that any linear homogeneous production function with constant factor 
shares is of the Cobb-Douglas type. 

A simple numerical example will help to understand why the contribution 
of the Residual is so large relative to that of capital. Let us take Z = 1-5% 
per year, K = 3-0%, while « and $8 are 75 and 25% respectively, as sug- 
gested more or less by the aggregate American data. In the absence of the 
Residual, ¥ would be a weighted mean of I and K, and since labour’s weight 
is much larger than capital’s, ¥ would be much closer to I than to K, equal- 
ling in our example 19%. Actually ¥ has approximated 3-5%,, and the 
difference between 3-5 and 1-9°% yields an A of 1-6%%. The rate of growth of 
output per unit of labour input being 2% (3-5-1-5), the ratio of A to the 
latter is 80%, a figure not far from Solow’s 87%. With a weight of only 25%, 
(more or less) there is not much that capitalcando. Evenif should double, 
other variables remaining the same, Y would increase only from 3-5 to 4-2%, 

¥ Solow, op. cit., p. 312. 

® Differentiating (1.1) with respect to time, he obtains 

is Barat he ES at 
The division of both sides by Y ~ A(t}f(L, K) and the substitution of «= 4%. and p= 


¥ 
— — 1 
Av “ yee (1.2). 
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less than a modest reward for a major effort. A doubling of A (I almost said, 
“* of the rate of technological progress”) would help much more. 

Before we order our economic developers to substitute technological pro- 
gress for capital accumulation, two attributes of the model should be recalled: 
(1) by its very nature, A isa Residual. It absorbs, like a sponge, all increases 
in output not accounted for by the growth of explicitly recognised inputs. 
It is not the input into technological progress even in the broadest sense; we 
do not as yet know the nature and the magnitude of inputs which would 
result in a given increment in A. (2) The magnitude of A is completely 
divorced from investment and capital accumulation. Capital merely 
accumulates; it does not change its quality, form or composition; it does not 
serve as the instrument for the introduction of technical change into the productive process. 
It is this kind of capital accumulation (wooden ploughs piled up on the top 
of existing wooden ploughs) that contributes so little to economic growth.! 

Let us now compare the present model with the so-called Harrod~Domar 
variety based on a constant K/Y ratio or K = Y.* With this condition, (1.3) 
is transformed into 

A 
(1.5) pee wal. 


Thus the fraction of the rate of growth per unit of labour accounted for by the 
Residual (the rest being claimed by capital) equals labour’s relative share 
in the output. Since this share is supposed to be rather large—from two- 
thirds to three-quarters and even higher—and the aggregate average capital 
coefficient is thought not to increase too rapidly, if at all, the Residual is 
bound to be a large fraction of the rate of growth of output per unit of labour. 
A falling capital coefficient makes this fraction even larger than «. In 
Solow’s study the implied capital coefficient fell from 3-3 in 1909 to 2-1 in 


1949, while « hovered around 67%, resulting in an estimate of 4 of some 


87%. The authors of constant capital coefficient models did assume some 
technological progress, but they hardly suspected how very specific their 
assumption could become. The ease with which their secret has been 
revealed takes my breath away, and now we can all expect that the estimate 


3 Needless to add, such a complete isolation of capital formation from technological progress is 
empirically impossible, and to the extent that our deflation methods of capital formation do not 
fully account for quality changes, K may be understated and J overstated. The same may be true 
of labour as well. It should be recalled, however, that we deal here not with the absolute magni- 
tudes of inputs but with their relative rates of growth. A constant relative bias in estimating K or L 
will not affect the results. 

It is not implied here that these characteristics of the Residual are news. On the contrary, 
Solow is well aware of them. See, for instance, his paper on “‘ Investment and Technical Progress,” 
Mathematical Methods in the Social Sciences, edited by Kenneth J. Arrow, Samuel Karlin and Patrick 
Suppes (Stanford, California, 1960), pp. 89-104. This paper also contains additional sources on 
the subject. 

* Since the Cobb-Douglas function allows substitution between labour and capital, a constant 
capital coefficient should be interpreted in an historical rather than a technical sense. 
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economic mythology as a stable capital coefficient in the vicinity of 3!" 

But to return to the Cobb-Douglas with constant « + 68 = 1. Another 
look at L*K® identifies it as the good old weighted geometric mean, and if both 
Land K are index numbers with a common base, which they should properly 
be, then Z*K® is a geometric index of inputs, each weighted by its share in 
output in the base period. If output consists of several products, then com- 
mon sense and consistency in aggregation calls for making Y their weighted 
geometric index as well, and the Residual—the ratio between two such 
indexes. But it would be a bit strange to compare a geometric index of 
inputs with an arithmetic index of outputs, such as gross or net national 
product or some part of it, as has been repeatedly done, even though the 
numerical error in the aggregate was not large.® 

Since we do not need here the properties of *K* as a production function 
(elasticities of substitution, for instance), we shall treat this expression as a 
geometric index of inputs and claim the freedom traditionally afforded index 
makers to cut hard knots (such as the choice of weights) with eyes half closed. 
Like any index number, ours should be tailored for a specific purpose: to 
help in the understanding of growth processes of industries, sectors and 
economies. We should be free to take the economy apart, to aggregate one 
industry with another, to integrate final products with their inputs, and to 
reassemble the economy once more and possibly over different time units 
without affecting the magnitude of the Residual. The latter’s rate of growth 


: A numerical table of 5-5 for given values of the other variables can be easily constructed. 
Imagine the awe inspired by an economic adviser who, SD an Rae AAD Ae © SE 
new to him, , will be able to tll the local experts what the approximate magnitude of their y+ Z 


has been! 

2 I do not mean to imply that because a Cobb-Douglas function is geometric no arithmetic index 
of outputs produced with such functions should be made. Only that some results will not be invariant 
to aggregation and integration of industries. This need not deprive the arithmetic index of other 
desirable properties. For one, arithmetic indexes are much easier to construct because economic 
Pea —0— 9 ~ gC LO Ae Sp fp weg ween 
than multiplied). Secondly, if given resources can produce outputs X, and X, in varying propor 
oun; Gon Giclchdiia all cash, ey’ tates bane teslad-adin b taal es cqeinelcer eh ie taal 
PX, + p,X, is intuitively sensible, as is the familiar result dX,/dX, = —p,/p,. In a geometric 
index the absolute magnitudes are replaced by their logarithms, and the prices by some shares v, 
andv,. The maximisation of v, log X, + v, log X,, with a given transformation function between 


log X, and log X, gives $ 5 —v,/v,, a meaningful expression, yet not as intuitively under- 


standable as the other one. 

On the consistency in aggregation, see two papers by Lawrence R. Klein: “* Macroeconomics 
and the Theery ef Rational: Behovios,” eg seat XIV, April 1946, pp. 93-108, and 
** Remarks on the Theory of Aggregation,”’ ibid., October 1946, pp. 303-12, reprinted as Cowles 
Commission Papers, New Series, Nos. 14 and 19. "Judging fiom Below's paper on: The Production 
Function and the Theory of Capital,” The Review of Economic Studies, Vol. XXIII, 1955-56, pp. 101- 
8, the aggregation problem has not escaped him. 
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should, therefore, be inyariant to the degree of aggregation and integration 
and to the choice of the time unit, be it a year or a decade. 


Il. Tue Geometric Inpex MEtrHop 
List of Additional Symbols 
R= lac asiaemamamenannaat ane 
R= ee ee ee 
y = ratio rato ofthe val raw material input to the value of output in the 


lained in the text) 
9, tk, vas ale pail he 
Ve == index of output of the ith industry used by the jth industry as an input 
¥G my nln oh-Fen in: Shp. hoon geod 
Several less frequently used symbols are explained when introduced. 
A subscript indicates ‘that the variable belongs to a particular industry rather 
than to the whole sector. 


A given industrial process with a single output and a number of inputs is 
expressed by the production equation 
(2.1) Yo AL SLs.) LK AK... KP RR”... Ry 


where by Rule J each exponent is the ratio of the value of the corresponding 
input to the value of the output in some base period, and the sum of these 
constant exponents equals one. With prices and quantities not infrequently 
moving in opposite directions, the system of weights given by this Rule may 
receive a passing mark, but its arbitrary nature, like that of any index number 
system of weights, should not be forgotten." 

Ideally, the output and each input is an index of physical units, such as 
tons, man-hours, machine-hours, kilowatt-hours, etc., with a common base 
period. No distinct inputs are merged unless they are always proportional 
to each other (though sub-indexes can be made). Otherwise even two 
machines, similar in all respects but of different vintage, are kept apart, and 
so are different kinds of labour and of raw materials. Since most available 
statistics, even if detailed, are arithmetic aggregates (obtained by adding and 
not by multiplying their components), our ideal requirements will be far from 
satisfied, and we are likely to end up with a geometric mean vu, arithmetic 
indexes supported by the hope that, the same procedure being used on the 
input and output sides (see Part III, Section 4), the resulting errors will 
cancel out, at least to some extent. 

Of the several kinds of input, raw materials look most tractable because 
they are usually puchased outside (of the firm) in ordinary physical units.* 

) For additional implications of Rule I see Part III, Section I. Once the physical series of inputs 
and outputs have been obtained~—the major part of the job—the remaining computations are suffi- 
ciently simple to allow experiments with different sets of weights and with periodic changes in 
weights (a chain index). 

* Raw materials used in a single industrial process may be outputs of another process in the same 
firm. If detailed data are not available it is still possible to estimate the Residual for the whole firm 
by using the integration and aggregation procedures discussed below. 
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So is direct labour paid by the hour, except for overtime (perhaps this should 
be treated as a separate kind of labour) and fringe benefits. Managerial 
labour input is harder to measure (what do hours mean here?), and its 
compensation (which includes bonuses, stock options and the like) is complex. 
In non-incorporated business there is the perennial problem of the division 
of income between owner’s wages and profits. The worst problems are 
created by capital input and its compensation. Ideally, each machine and 
building should be rented and paid for by the hour of actual use. In reality 
capital is usually owned, recorded in value terms and assigned not costs but 
profits (including interest), not necessarily tied to its use. So we may have 
to get along with value estimates of large sets of capital assets in some constant 
prices, with a possible adjustment for under-utilisation, while profits are 
somehow allocated among the different kinds of assets to set their respective 
weights. But what about selling and advertising expenses, taxes and 
depreciation charges? The first two should probably be treated like any 
other inputs, unless the study is concerned with the production activities of 
the firm only.?. Depreciation will be discussed below (see pp. 716-17, 
722-3, 726), while for taxes no reasonable treatment is in sight because of the 
impossibility of identifying the input of government services into a given firm 
or industry. Perhaps corporate income taxes should be retained in gross 
profits while all other taxes are simply excluded from the value of output in 
the base period, though different procedures could be defended just as well.* 
Assuming that all these qualifications (and yet more to come in Part III) 
do not destroy the reader’s curiosity completely, we shall now consider the 
following problems: (1) the treatment of raw materials, and (2) of deprecia- 
tion; then (3) the more interesting questions of aggregation and integration 
among firms, industries and economic sectors. 

1 Whether capital, and also labour and other inputs, should be adjusted for under-utilisation 
depends on the meaning to be attached to the Residual. It can reflect the efficiency of the utilisation 
of all resources available or only those actually used. For a firm or an industry the second meaning 
makes more sense, but for the economy as a whole, and particularly for international comparisons, 
such as between the United States and the U.S.S.R., both meanings are of interest. The rate of 
growth of the Residual will not reflect the presence of unemployed resources, however, if their 
fraction of total resources remains unchanged. 

This allocation of profit really refers to fixed capital, raw materials being treated as separate flow 
inputs. But it seems proper to assign a part of the profit to inventories of raw materials and finished 
goods as the necessary cost of holding them. In wholesale and retail trade this adjustment may be 
quite important. Needless to say, profits in the base period should be as “* normal" as possible. 
See also note 3 on p. 717. 

* I would hesitate to exclude these, or for that matter any other, expenses on the ground that 
their presence implies their necessity. On the other hand, there are no objections to deriving a 
Residual for any industrial process or a department of a firm. 

® The exclusion of corporate taxes could be justified on the ground that ideally the share of 
capital should consist of rental payments only. But the magnitude of the latter depends on the 
interest rate used (and the longevity of capital), and that can be gross or net of taxes. (See also note 3 
on p.717.) Perhaps state and local taxes should be treated as payments for more identifiable services, 
while Federal taxes are exciuded because of the prevailing nature of Federal activities, i.e., defence. 
In some industries, such as road haulage, the treatment of government services-——highways—can 
strongly affect the Residual. 
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1. The Treatment of Raw Materials 

It is common in studies of this kind to exclude raw materials from both 
sides of the production equation, presumably in order to avoid double 
counting. Then the full production equation (with one kind of labour, 
capital and raw material), 

(2.2) Y = AL*K*R’ 
is replaced by 

(2,3) Y’ = A’L*’K”’ 


where Y’ is an index of value added in real terms, and «’ = — and 


l 


assigned to Z and X in proportion to their former weights. It is obvious that 
in the general case A’ + A, and it will be shown in Part IV that, subject to a 
proper definition of Y’, A’ > A.' 

Thus the exclusion of raw materials from both sides of the production 
equation exaggerates the Residual, or more correctly, results in a Residual 
with a different meaning. At this stage my preference is for A: we are 
interested in the Residual (it would be convenient to say here “ technological 
progress”) involved in the production, say, of shoes made from leather by 
labour and machinery with the help of electric power. The output of such a 
firm or industry is clearly shoes, familiar physical objects, and not shoes 
lacking leather and made without power. Leather and power are inputs 
not less essential than, and not inherently different from, labour or machinery, 
and as far as the danger of double counting is concerned, ways will be found 
(see below) for dealing with it. But let us not prejudge the issue: a use for 
A’ will yet be found in Part IV. 


i =;5; Thus R is given a weight of zero, and its former weight is 


2. The Treatment of Depreciation 

There are three questions here: whether gross or net terms are more 
appropriate for expressing: (1) the stock of capital; (2) the output of a 
single firm or industry; and (3) the capital formation of the economy. 

(1) The Stock of Capital. In the ideal case the problem is absent because 
capital of each vintage is treated as a separate input. When the value of the 
capital stock in some constant prices is used instead it should be gross or net 
of depreciation, depending on the relation between the productive qualities 
of capital and its age. This may vary among different countries, industries 
and kinds of assets. In the absence of relevant information, some deduction 
from the value of the gross stock of capital should be made, though I suspect 


* On the statistical aspects of this problem see Zvi Griliches, “‘ Specification Bias in Estimates o 
Production Functions,’’ Journal of Farm Economics, Vol. XX XIX, February 1957, pp. 8-20. 
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that, at least in the advanced countries, it should be below conventional depre- 
ciation, heavily weighted as the latter is with tax considerations.' 

(2) The Output of a Firm or Industry. A rental payment for the use of 
capital consists of depreciation and interest, or profit.2. This also is its cost 
when it is owned by the firm, the form of ownership being irrelevant.* This 
cost is similar to that of raw materials, and its retention in the production 
equation is based on the same grounds (see above). Its exclusion will likewise 
overstate the Residual, or rather change its meaning. More about it will be 
said in Parts III and IV. 

(3) Capital Formation. But from that it does not follow that all fixed 
capital formation, essentially the output of construction and machine- 
building industries, should be treated as a final product. To this we shall 
also return in Parts ITI and IV. 


3. Aggregation and Integration 

The purpose of this section is to work out a method, to be called Rule IT, 
making the Residual invariant to aggregation and integration of processes, 
firms, industries and sectors. The following relations may exist among 
industries (or processes, or firms) comprising a given sector: 


(1) All industries produce final goods only, in the sense that all goods 
are disposed of outside the sector. The finality of a good depends on the 
definition of the sector. Thus leather is a final good for the leather 
industry, but not for manufacturing. 

(2) The whole output of one industry is used as an input by another 
industry in the same sector. 

(3) A part of an industry’s output serves as an input for another 
industry in the same sector, but not vice versa. 

(4) An industry uses a part of its own output as an input. 

(5) Industries use parts of each other’s outputs (including their own) 
as inputs—a mutual input-output relationship. 


1 The difficulties may be smaller than they look, because all we need are the rates of growth of 
the several kinds of capital, not their absolute magnitudes. In the so-called seasoned industries the 
ratio of net to gross capital stock is likely to be fairly stable; hence they grow at similar rates. Else- 
where, given the rate of growth of cither gross or net stock, the other can frequently be deduced. 

* Perhaps more correctly, of depreciation, interest and profit, but no distinction is made in this 
paper between interest and profit. 

* If a firm has assets with different longevities the allocation of gross profit among them in pro- 
portion to their values may be a poor approximation to their respective costs, because for some assets 
depreciation charges can be relatively more important than for others. It seems better to allocate 
net profit first and then add to it the corresponding “ correct’ depreciation charge. But an 
industry consisting of a number of firms is likely to have a variety of net profit rates, and the use of 
our method implies that high profit rates mean relatively high capital costs, which need not be true. 
Perhaps a uniform profit, or more correctly, interest rate, should be used instead, as was done by 
Reddaway and Smith, op. cit. This, however, leads to a further complication that the sum of all 
costs may exceed or fall short of the value of output of specific firms, and besides, this uniform 
interest rate may depend on the level and manner of aggregation. Unfortunately, I do not see any 
general and simple way of separating the cost of using capital from profit. 
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- Case (1). Simple Aggregation: Final Goods Only. Let the sector consist of 

two completely integrated industries producing final goods only 

(2.4) ¥, = AyLK,* and Y; = A,L,*K,* 
To aggregate these industries we must decide on: (1) the nature of the 
weights, and (2) the manner of their use. The first choice is simple, because 
the three weights suggested by reason and/or convention—the value of each 
industry’s output, the value of its final product and its value added—are 
identical here (in a given base period). Hence by our new Rule IT their 
weights are 

Sega erage: 

eG) a ks cae er 
where (as indicated in the List of Symbols) each y indicates the value of the 
corresponding Y in the base period. Applied to geometric indexes, these 
weights are used as exponents: both sides of each production equation are 
raised to the power of the corresponding weight and the two expressions are 
multiplied by each other. It is then found that J, the rate of growth of the 
Residual for the whole sector, is 


(2.6) A = 0,4, + 4, 
that is, the weighted arithmetic mean of the A’s of its components, the 
relative shares of the value of output (or at this stage, of the value of fina! 


output, or of the value added) acting as weights. 
Case (2). Simple Integration. Let the sector consist of industry 


(2.7) Y, = AL," KR” 

producing final goods only, and a fully integrated raw-material industry 
(2.8) R, = A,L,*K,* 

By substituting (2.8) into (2.7) we form one fully integrated industry which 


comprises the whole sector, and by the usual process of taking logarithms and 
differentiating in respect to time we obtain 


(2.9) 4=A,+ A, 
If R, used R, as a raw material, which in turn used R,, and so on, all of which 
belonged to our sector, with corresponding weights of y, and y;, etc., then 
(2.10) A= A, + 142 = yiveAs + yiveva4e Hees 


‘3 "% 
—¢, 7arars =. etc. 
y; arene yy 


T2 

As Va Moi. 
41 

1 Reason and/or convention may, of course, suggest other weights. Our criterion is invariance 

of the Residual to integration and aggregation, but the uniqueness of our set of weights has not been 


* Alternatively, each equation could be first expressed in terms of logarithms or relative rates of 
growth, multiplied by its weights and then added to the other. Obviously, the same procedure 
can be applied to any number of industries in a sector. 

It is clear that arithmetic aggregation (addition) of the production equations would not give a 
consistent result. See above, note 2, p. 713, and Klein, op. cit. 
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(2.11) Ae 4, + 2A, + 2A, + dp os 
4 41 41 


where each r is the value of the corresponding 2 in the base period.* 
Suppose now that materials R, and 2; still belong to our sector (cloth and 
yarn in manufacturing), but R, does not (cotton). Then we cannot 
integrate Y, beyond 
(2.12) Y, = A,AyA SL ML YO YOK OK YOK YrhR vv 
and the rate of growth of the Residual of the sector is only 


(2.13 A=4,+ 24,424 
(2.13) ity aT 3 


Now the value of the final output of the sector y, is different from the total 
value of its output y, + 72. + 13, and from its value added y, — 14, while for 
each component the value of its output differs from that of its value added. 
So in order to obtain expression (2.13) without first integrating the com- 
ponents, and yet making the Residual invariant to the degree of integration, 
the following (still temporary) reformulation of Rule II is required: the rate 
of growth of the Residual for the whole sector equals the sum of the 4’s of 
the component industries, each A weighted by the ratio of the value of the output 
of its industry to the value of the final product of the sector (in the base period). 


The sum of the weights of the 4’s is larger than one( I a “4 + a), this 
i 


i 
being the most unusual and important attribute of Rule IT. It is intuitively 
reasonable, at least at this stage, that the J of the combined, say, garment- 
weaving-spinning industry, should be a weighted sum of the A’s of the com- 
ponents, and not just their weighted mean (with weights adding up to one), 
particularly if, for a moment, we think of the Residual as an index of tech- 
nological progress. 

It can easily be shown that if the weights assigned to each industry con- 
sisted of the ratio of its value added to the total value added of the sector, or 
of the value of its output divided by the value of the total output of the 
sector, the aggregation of industries would not give a result consistent with 
that of (2.13).? 


t By definition, y, = z. = “2. 

1 2 1 

* Going back to a sector consisting of one final-goods industry and one raw material as given in 
(2.7) and (2.8), value added weights would give us 


(2.13a) Z—_ 27, +4, 
1 ni 
while value of output weights would result in 


¥1 's 
(2.13b) — 7, As + ng: 7, As 
Both are different from the correct result as given by (2.9). The value of output of a sector in the 
sense used here is rather meaningless because its magnitude depends on the number of the sector’s 
subdivisions (a source of error in the Leontief method discussed in Part V). Value added weights 
give an inconsistent result here, but a valid one in Part IV, where they are applied to specially 
defined value added indexes. 


r 
Hence yyy, = —, ete. 








718 THE ECONOMIC JOURNAL (DEC. 


Case (1). Simple Aggregation; Final Goods Only. Let the sector consist of 
two completely integrated industries producing final goods only 

(2.4) ¥, = ALK’ and ¥, = A,L,*K,* 
To aggregate these industries we must decide on: (1) the nature of the 
weights, and (2) the manner of their use. The first choice is simple, because 
the three weights suggested by reason and/or convention—the value of each 
industry’s output, the value of its final gen and its value added—are 
identical here (in a given base period).1 Hence by our new Rule IT their 
weights are 

Sigs a a 

7) 2 RO Or TER 
where (as indicated in the List of Symbols) each y indicates the value of the 
corresponding Y in the base period. Applied to geometric indexes, these 
weights are used as exponents: both sides of each production equation are 
raised to the power of the corresponding weight and the two expressions are 
multiplied by each other.? . It is then found that A, the rate of growth of the 
Residual for the whole sector, is 


(2.6) A = 0,4; + 4, 


that is, the weighted arithmetic mean of the 4’s of its components, the 
relative shares of the value of output (or at this stage, of the value of final 
output, or of the value added) acting as weights. 


Case (2). Simple Integration. Let the sector consist of industry 
(2.7) Y, = A,L,*K PR” 


producing final goods only, and a fully integrated raw-material industry 
(2.8) Ry = AglyK,’ 

By substituting (2.8) into (2.7) we form one fully integrated industry which 

comprises the whole sector, and by the usual process of taking logarithms and 

differentiating in respect to time we obtain 


(2.9) 4=4,+7:4, 


If R, used R, as a raw material, which in turn used R,, and so on, all of which 
belonged to our sector, with corresponding weights of y, and ys, etc., then 


(2.10) A = A, + yA + yiveds + vivevs4s + 


T r r 
As Yi ==, Viva = >, NiMaVa = =, ete. 
1 y, 1 y, i y,’ 
1 Reason and/or convention may, of course, suggest other weights. Our criterion is invariance 
of the Residual to integration and aggregation, but the uniqueness of our set of weights has not been 


2 Alternatively, each equation could be first expressed in terms of logarithms or relative rates of 
growth, multiplied by its weights and then added to the other. Obviously, the same procedure 
can be applied to any number of industries in a sector. 

It is clear that arithmetic aggregation (addition) of the production equations would not give a 
consistent result. See above, note 2, p. 713, and Klein, op. cit. 
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where each r is the value of the corresponding R in the base period.* 
Suppose now that materials R, and R, still belong to our sector (cloth and 
yarn in manufacturing), but R, does not (cotton). Then we cannot 
integrate Y, beyond 
(2.12) Y, = AMAL ML OL OOK AK PK rh R river 
and the rate of growth of the Residual of the sector is only 


(2.13) A=4,+ 24,424, 
41 Wa 

Now the value of the final output of the sector y, is different from the total 
value of its output y, + 72 + 13, and from its value added y, — 14, while for 
each component the value of its output differs from that of its value added. 
So in order to obtain expression (2.13) without first integrating the com- 
ponents, and yet making the Residual invariant to the degree of integration, 
the following (still temporary) reformulation of Rule II is required: the rate 
of growth of the Residual for the whole sector equals the sum of the 4’s of 
the component industries, each A weighted by the ratio of the value of the output 
of its industry to the value of the final product of the sector (in the base period). 


The sum of the weights of the 2's is larger than one ( b+ 7 + 2), this 
1 1 


being the most unusual and important attribute of Rule IT. _ It is intuitively 
reasonable, at least at this stage, that the J of the combined, say, garment- 
weaving-spinning industry, should be a weighted sum of the A’s of the com- 
ponents, and not just their weighted mean (with weights adding up to one), 
particularly if, for a moment, we think of the Residual as an index of tech- 
nological progress. 

It can easily be shown that if the weights assigned to each industry con- 
sisted of the ratio of its value added to the total value added of the sector, or 
of the value of its output divided by the value of the total output of the 
sector, the aggregation of industries would not give a result consistent with 
that of (2.13).? 


1 By definition, y, = Zz n= -*, Hence 717. = Be ete. 
1 Z 

2 Going back to a sector consisting of one final-goods industry and one raw material as given in 
(2.7) and (2.8), value added weights would give us 

(2.13a) Gq =) 7, 4 24, 

" Ji 
while value of output weights would result in 
ie Le a 

ra 4 ¥i +1 it; +f 
Both are different from the correct result as given by (2.9). The value of output of a sector in the 
sense used here is rather meaningless because its magnitude depends on the number of the sector’s 
subdivisions (a source of error in the Leontief method discussed in Part V). Value added weights 


give an inconsistent result here, but a valid one in Part IV, where they are applied to specially 
defined value added indexes. 
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Case (3). Simple Aggregation and Integration. If one industry produces 
final products only, while the other—final products and materials used by 
the first, the reader can easily ascertain that Rule II continues to hold. 

Case (4). An Industry Using a Part of Its Own Output as an Input. ‘This may 
be a coal-mine using some of its own coal asa fuel. Let us go back to Case (2) 
and assume that the raw materials become more and more similar to each 
other and to the final product, so that their production equations approach 
that of Y, as given by (2.7). Integrating them into Y, we will have a fully 
integrated industry with a production equation of 


l oa] B, 
(2.14) y. = A} v1 £,* Yi K,} Y1 
while the rate of growth of the Residual (most conveniently obtained from 


(2.10) becomes 
(2.15) A = A,(1 - ¥1 + yi? + yi _ .) nae A 
pr Hy 


Ifour industry, coal-mining, is to be aggregated with another one, copper- 
mining, then by Rule II (which can be now applied) the weight assigned to 
the former is y,, that is the output of its final goods in the base period, and not 
9, +172 +73 +..., the value of its total output. This is important, and 
Rule II should be amended (for the last time) as follows: 

The rate of growth of the Residual for the whole sector equals the sum of 
the A’s of the component industries, each A weighted by the ratio of the 
value of its product final to the industry (that is, used outside of the industry) to 
the value of the product final to the sector (used outside of the sector) in the 
base period. 

This formulation shows the logical symmetry of the Rule: both the 
numerator and the denominator of each weight are value of final products, 
except that the numerator is final from the point of view of the component, 
while the denominator—from that of the whole sector. As industries are 
aggregated into sectors (dairy and bakery products into food), the latter into 
larger sectors (manufacturing) and soon, the weights are adjusted accordingly. 

Case (5). Complex Integration and Aggregation: Industries Using Parts of Each 
Other’s Outputs as Inputs. Let the sector consist of a coal-mine 


(2.16) Y, = A,L,*K,Y." 
and a power station 
(2.17) Y, = A,L.*K,*Y,.” 


where Y,, indicates power used by the coal-mine, and Y,,—coal used by the 
power station. The value of the output final to the mine in the base period 
is y,; that of the power station is y,; and the value of the output final to the 
sector is y; — ¥12 + ¥g — Yq}. The direct application of Rule II (as modi- 
fied in Case (4)) would give 
pith yA; + yode s 
(2.18) A x 21 
Y¥. — 12 + Y2 — Ya 
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To prove that Rule II continues to hold we must note that because our 
weights are constant in value terms, y,, is proportional to y,, and therefore 
to y,. Since the prices of Y,, and Y, are identical and both Y,, and Y, are 
index numbers with a common base period, Y,, is equal to Y,. (In reality 
these conditions need not hold; hence this result, like all our results, will 
depend on the choice of the base period.) All that remains to do now is to 
substitute (2.17) into (2.16), and vice versa, obtain two industries using their 
own outputs as inputs and then apply the results of Case (4). 

The Order of Aggregation. Strictly speaking, our aggregation tests of 
Rule II were for sectors consisting of only two industries. To show that 
Rule II holds for any number, we must establish: (1) that the Residual 
obtained by applying Rule II to the whole sector at once is identical with 
that derived from combining industries into sub-sectors, and sub-sectors into 
larger sectors, two at a time; and (2) that the Residual is not affected by the 
order of aggregation. Both proofs are not difficult and are omitted to save 
space. 


III. QuALIFICATIONS AND AFTERTHOUGHTS 
1. The Meaning of the Weight System 
According to Rule I (see p. 714), the constant weight assigned to each 
input is its value input coefficient, i.e., the ratio of the value of the input to 
the value of the corresponding output in the base period. Thus we have 
here an input-output system in value terms, as distinguished from Leontief’s 


well-known input-output scheme with constant quantity input coefficients, and 
from the SAK method (see p. 710) with its fixed prices. To the extent that 
prices and quantities move in opposite directions, which is not uncommon, 
our method violates reality not more, and frequently less, than the other two, 
but even a friendly reality will seldom move prices and quantities exactly in 
the required fashion.1 The defect of this assumption is revealed most 
frankly when an industry uses a part of its output as an input. The prices 
of both being identical, this implies a constant quantity input coefficient, so 
that no economies in the use of an industry’s own input could arise. 

If Rule I squeezes our data, so to speak, through a grill with vertical 
parallel bars (the columns in the input-output scheme), Rule II adds the 
crossbars. As noted in Case (5), since y2,/y, and y,/y, are constant, ¥,/¥, is 
also constant. Thus the combination of Rules I and II implies that the 
value of output of a given industry, and (its prices to all users being identical) 
the quantity of its output, are allocated among its users in constant propor- 
tions. This applies to homogeneous labour and capital as well. 

Makers of index numbers have been traditionally free to choose arbitrary 
weight systems, and my grill squeezes life out of time series probably no harder 
than other common economic instruments. Laments do not absolve a crime, 
but they may temper one’s affection for any particular system of weights and 


1 It is assumed here that income or revenue elasticity is one. Perhaps other elasticities should 
be experimented with, as suggested to me by Edwin Kuh. 
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encourage experimentation. Invariance to the degree of integration and 
aggregation, however desirable or necessary, is not the only important 
attribute of an index number. 


2. Depreciation Once More 

_ It was argued in Part II that depreciation, being a partial cost of the use 
of capital, should be treated like the cost of raw materials, and that neither 
should be excluded from the production equation of a given firm or industry. 
Yet in a general aggregation of the whole economy raw materials used up in 
0 A a pan Raa iy pa (employed as the denominator 
of weights according to Rule II), while gross capital formation, a part of 
which is also used up in the productive process, would presumably be left in. 
And yet the distinction between raw materials and short-lived capital is 
arbitrary, and it can become troublesome if the length of the time period is 
changed (from a year to a decade and vice versa, for instance).* 

To solve this difficulty, it may be suggested that the output of capital- 
producing industries (essentially construction and machine-building) should 
be divided into two parts: (1) equal to capital used up in the economy (or a 
sector), to be treated as a raw material; (2) the remaining part, net capital 
formation, in one sense or another, to be included in the final output.* In 

1 Experimentation with a chain index changing its weights periodically, or with continuously 
varying weights, might be a solution. If the shares in the following production equation are 
functions of time (but « + 8 = 1) 

(3.0a) Y¥ = AL@Ké 
then the usual procedure of taking logarithms and then differentiating in respect to time gives 

(3.0b) A= Pal — pK +S tog* 

(with outputs and inputs being indexes with a common base). In practically all growing economies 
log * > 0, because K > T. In the United States at least, & > 0. Hence J from (3.0b) will be 
larger than the corresponding one with constant shares. In general, an increase in the weight of 2 
slowly growing input (and hence a reduction in that of a rapidly growing one) increases A. 

When the number of inputs exceeds two, the effect of varying weights is somewhat more complex. 

If we have two industries producing final products with subscripts 1 and 2 and with both the v’s 
and shares being functions of time (but », + v, = 1), the rate of growth of the Residual for the 
sector will be 

(3,0c) 54, + py = 0, (P,— a0, — BR, + & log z) 

da. K 
+(T, — al, — Ry + ft ve 7?) 

The main problem regarding the use of variable weights lies not in algebraic manipulations, but 
in the meaning and usefulness of such a system. Space does not permit its analysis here. 

* Thus, automobile dies lasting about a year can be put into either category. If we accept a 
general, and not unreasonable, rule that assets lasting more than, say, a year should be treated as 
capital formation if our time period is a year, they should become raw materials if we deal in 
decades. Since short-term fluctuations in output can strongly affect the magnitude of the Residual, 
working with longer time periods may be quite helpful, and yet different A’s can result. 

* I am intentionally avoiding here the distinction between depreciation, retirement and replace- 
ment. Whatever comes closest to measuring the deterioration of capital is relevant here. 
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effect, capital formation would be treated like inventories under the last-in- 
first-out method, as if a part of currently produced capital were used up in 
the productive process, while the existing stock lasted for ever. But as our 
capital, by assumption (see above, p. 712) merely accumulates without chang- 
ing its form no new fantasies are involved." 


3. The Treatment of Increments in Inventories as Final Products 
Suppose the base year situation of some material be as follows: 


Beginning inventory 10 
Produced during the year 100 110 


Utilised ’ 95 
Final inventory 15 
Increment in inventory 5 


It would seem at first glance that $5 should be included in the value of 
the economy’s (or sector’s) final product without much ado. But it can be 
also argued that out of $95 worth of materials utilised during the year, $10 
came out of the preceding year’s output—a temporal import—-so that the full 
$15 worth of final inventory—a temporal export—should be treated as a 
final product. If so, the total value of final products produced during the 
base year (the denominator of the weight system according to Rule IT) will 
be larger, and the aggregate Residual (ceteris paribus) smaller. 

The first approach—the net inventory or last-in-first-out method—implies 
that an inventory is never, so to speak, used up. It is a permanent piece of 
capital (and should be so treated), to which further additions may be made, 
while decrements are subtracted from other final goods. This is the more 
traditional method, easier to handle, closer to the national product frame- 
work and it yields a Residual invariant to the length of the time unit. 

The second—the gross or first-in-first-out inventory method—may be 
closer to the spirit of Rule II with its strict distinction between inputs and 
outputs, but it creates complications. For the concept of temporal imports 
and exports implies a temporal input-output relationship, so that a consoli- 
dation of time periods (from annual to biennial, for instance), like that of 
raw material and final product industries, will affect the annual rate of growth 
of the Residual and at times may make it larger than that of either year. 
This need not be wrong, but it may be inconvenient.* 


1 This should be taken with a good dose of salt. And, of course, on the firm and industry level 
the vintage of capital must be recognised. One more remark on depreciation will be made in 
Part IV. 

* For any given year the gross method, with its larger final product, yields a smaller Residual 
than the net one. Consolidation of time periods reduces this difference, and as the time unit 
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- This strict separation between inputs and outputs required by Rule II is 
not a happy attribute, but it applies only to the construction of the weight 
system in the base period. Once that has been done, inputs and outputs 
can be freely offset against each other. 


4. Multiple Counting ? 

There are several methods of obtaining the Residual for the whole 
economy: (1) each industry is completely in ted, and the J for the whole 
economy is a weighted arithmetic mean of the A’s of the component industries, 
the weights being values of final products = values of total outputs = values 
added in the base period. This laborious method requires that the economy 
be completely closed both in space and in time (if the gross inventory method 
is used), 

(2) The second method computes the 4’s of the individual industries and 
aggregates them by Rule II. Even if suspect of multiple counting, this 
method gives the same result (under the same conditions) as its more respect- 
able predecessor. 

(3) The third method aggregates all industries by Rule II and emerges 
with aggregate indexes of output and of input, with the ratio of the former to 
the latter being the Residual. Both indexes are so gross as to be almost mean- 
ingless, but the cancellation of outputs used as inputs from both sides restores 
normality and leaves on the output side the usual final goods, while labour, 
capital, land and spatial imports (with the net inventory method) remain on 
the input side. The sum of the weights of each reduced index being one, 
tradition is restored, but the aggregate Residual remains the same. 

Though thus absolved of multiple counting, a system of weights based on 
the values of final products, which assigns such a heavy weight to retail trade, 
for instance, may still look suspicious. Yet the very fact that the ratio of 
value added to value of output in retail trade is small shows that materials 
purchased are resold with little change, thus making a large Residual rather 
unlikely. To weight this Residual with value added would penalise, as it 
were, retail trade twice. It is shown in the next section that when value 
added weights are chosen a different Residual must be used. 


IV. Geometric VALvE AppEeD INDEX 
Value added weights are so deeply embedded in index-number construc- 
tion that both duty and curiosity call for the derivation of the corresponding 
Residual and for a comparison of it with our A, As in Case (2) of Part II, 
let our sector consist of an industry 


(4.1) Y, = A,L,*K,*R»* 


producing final goods only, and a fully integrated raw material industry 
(4.2) Ry = ALK 
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The use of the value added method does not change (4.2), but (4.1) now 
becomes 

(4.3) YY! =A/lyK” 
where Y,’ is the index of value added in real terms obtained by some as yet 


unknown method, «,’ = Venera and 8,’ = Ph, and A’—the new 
ag | ee 


1 
Residual. 
Since our sector is completely integrated, both methods should yield the 
same Residual for the sector as a whole. By Rule II, 


(4.4) A=A, +4; 
Indicating the value added of the first industry in the base period by 
y;" = 91 — 72, while r, remains that of the second, and weighting A,’ and A, 
by Prue ry and yi a respectively (which is a standard procedure), we 
find that 

‘9 , 

(4.5) W Me + dys rt = (1 — Ay + nds 

The equality of (4.4) and (4.5) results in 


; A, 
(4.6) A,’ = eon 
It can be easily shown that the nature of the result does not depend on the 
number of raw materials involved, or on the number of integration steps (as 
when R, uses R, and so on). 

Thus A,’ is a simple multiple of A,, and each can be readily computed 
from the other, provided of course that Y,’ is correctly defined, The sub- 
stitution of (4.6) into (4.3) defines 

Y,—yR 


a ai anipog 


(4.8) log Y,’ = 8 = Net v1 log Rs 
ve 
At first glance, both expressions look strange. But if the logarithms are 
omitted for a moment we shall recognise in (4.8) the formula for the deriva- 
tion of an arithmetic index of value added in base-year prices from the 
indexes of output and of raw material. So Y’ is an index of value added, 
1 Let X and M indicate the absolute magnitudes of a final product and a raw material, p and h 


their corresponding prices, subscripts 0 and ey agi year respectively and X’, the value 
added in real terms, be defined as fpX,' = foX, — hg M,. We are to prove that 


X, _M, 
(S80) ee at 


xX,’ ly 


The substitution of y = od into (4.8a) gives the desired result after a few simple cancellations. 
o 


No. 284.—voL. LXxxI. 2B 
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but of a rather peculiar type. Its derivation is logical because the logarithm 
of a geometric mean is, after all, merely an arithmetic mean of the logarithms 
ofits components. Yet I wonder whether an index of value added so defined 
has ever been used in problems of this type. 

Derived from large aggregates, such as the American economy with 
relatively small spatial imports, A and A’ will differ little, particularly if the 
net inventory method is used. But in smaller sectors, such as specific 
industries and firms where raw materials are important, the two measures 
can be far apart. Of the two, A seems to have a clearer meaning: it is 
derived from a production equation containing all identifiable outputs and 
inputs, without any arbitrary exclusions from either side. But this Residual 
is too absolute, so to speak; a small.A may be simply caused by the “ thin- 
ness ”’ of the industry, that is by the small degree of transformation its raw 
materials undergo. The Residual A’ is free from this defect, and its use 
greatly simplifies aggregation and integration of industries, but the meaning 
of a Residual arising, say, from the production of shoes without leather is less 
easy to understand.’ Perhaps it is best to think of A’ as an A adjusted in a 
way for the “ thickness ” of the industry rather than as a Residual directly 
obtained from a peculiar value added index, though one’s attitude may be 
merely a matter of convenience and habit. 

Following the suggestion made in Part III, Section 2, regarding the treat- 
ment of depreciation as a currently produced input from the capital-produc- 
ing to the capital-using industry, we can show by the method just applied to 
raw materials that the rate of growth of the Residual computed from “ net of 
depreciation ” data equals iP where 8 is the share of current depreciation 
in the value of the industry’s output in the base period. Once again the 
logarithm of the index of the “ net of depreciation ” output of the industry is 
derived in the peculiar manner just described from the logarithms of the 
indexes of the gross output and of capital. 

Perhaps I should add that the Residuals computed net of raw materials 
and/or of depreciation are based on the same assumptions as A is, and thus 
share both its sins and virtues. 


V. Leontier’s Inpex or SrrucruRAL CHANGE 


Leontief’s method of measuring the structural change of an economy (or 
any part of it) suggested by him in 1953 was a natural by-product of his 
dynamic input-output scheme.’ It consists of the following steps: 

* The exclusion of leather might be justified by viewing the production process as ‘* work ” done 
on a given amount of raw materials. But electric power purchased outside is just as much a part 
of this “‘ work ”’ as labour is; yet the former is excluded and the latter is not from the usual definition 
of value added. 

It should be noted that a large A or A’ may be caused not by an industry’s own efforts but by 
those of its suppliers. 

* ‘Wassily Leontief et al., Studies in the Structure of the American Economy (New York, 1953), pp. 27-35. 
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1. The absolute difference between the magnitudes of a particular input 
coefficient (in quantity terms) at two points of time (such as 1929 and 1939) 
is divided by the arithmetic mean of the magnitudes in order to obtain the 
relative change in the coefficient. 

2. These relative changes in all input coefficients for a given industry or 
economy are aggregated, each change weighted by the ratio of the mean 
value of the corresponding input in the two periods to the sum of mean 
values of all inputs.* 

3. Since most of the changes (at least the important ones) in the input 
coefficients are likely to be negative (showing a saving in the use of inputs), 
it is convenient to place a negative sign before the index in order to make it 
positive. 

Let the magnitudes of an input coefficient be g and q’, and the values of 
the corresponding inputs x and x’, in the beginning and in the end period 


respectively. Then the relative change in the coefficient is ex, and the 


x +2 : 
corresponding weight anes n indicating the number of inputs in the 
> x) + % 
mt > 
industry or the economy. 

In order to compare Leontief’s index with our Residual, we shall replace 
his discrete terms with continuous ones. There are no restrictions on the 
selection of the base period in our method; hence Leontief’s choice of averag- 
ing two periods, rather than selecting one, is fully acceptable. For con- 
venience, I shall continue to use production equations of the same types as 
before, but Leontief’s index does not depend on their particular form, except 
for the assumption that the sum of the values of all inputs (during the base 
period as defined) equals the value of the corresponding output.? 

Case (1). One Industry Producing Final Products. Let its production 
equation be 


(5.1) Y = AL*K*R’ 
with input coefficients of L/Y, X/Y and R/Y, and l/y = «a, k/y = 6 and 


1 Leontief’s own formulation is as follows: “‘ The total value (price times quantity) of the 
corresponding input items can appropriately serve as a measure of the relative importance of the 
respective individual changes, if considered from the point of view of the system as a whole.” He 
then adds that the weight is the mean value of the input, without specifically stating what the 
denominator of the weight is (p. 28). The interpretation given in the text seems to me to be fair; 
it was confirmed by a telephone conversation with the author. 

* Leontief’s index requires so few assumptions if it is interpreted in the same general sense as our 
Residual: to contain not only technological progress as such, but economies of scale, better manage- 
ment, etc. 
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rly = y as the corresponding weights. Designating the relative rate of 
change of Leontief’s index by J, we have 


4($)..4(9) --4(§).| 
ar OW ee ie 
Y Y 


K R 
‘(y) ‘(y) 
-_{-= R—Y, and $ =R-fY 
Y Y 
I= —[a(L —¥) + p(k —Y)+7(R-Y 
=Y—el—@K—yR=A 
Thus for one industry I contief’s index and our Residual are identical. 
Case (2). Simple Aggregation: Two Industries Producing Final Products. Let 
the sector consist of two industries 
(5.5) Y, = A,L,*K, RY 
(5.6) VY, = Agh.*K,'R” 


without any input-output relationship between them. By Leontief’s rule the 
ky 


Pali 





, etc., because the 


: : l 
co’ ights will be of the fe 1, 
rresponding weig Othe San mo a 


sum of the values of all inputs equals y, + y,. Following his rule and utilis- 
ing the results of Case 1, we obtain 





(L, — ¥,)l, + (Ri — Pk, + (R, —¥,)r, + 
(5.7) f=—] | (ZL, — Ya)le + (Ke — Y2)ke + (Re — Yo)re 
Yi + Y2 
Multiplying and dividing the first three parentheses by y,, and the last three 
by ¥, we find 


68) fa, deh _ Ay, ede 


¥it+¥2 Yi te ers ¥+92 


so that Leontief’s index and our Residual are again identical. 
Case (3). Integration. Let the first industry produce final products and 
the second raw materials used by the first: 


(5.9) ¥, = ALK YR" 
(5.10) Ry = A,L*K,* 
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The integration of R, into Y, gives 
(5.1 1) Y, => A AL *LyK PK yy 
and the application of the results of Case (1) of this part and of Case (2) of 
Part II, 
(5.12) f=Y — a,L, — yyeel, — 81K, — y,8,%, 
=A=A, + 24,41, +51, 
41 41 
If, however, we do not integrate R, into Y,, but aggregate (5.9) and (5.10) 
then, as given in Case 2, the result will be 


ne J, it tel, T 

(5.13) patti <i + Oh 
Thus Leontief’s index is not invariant to the degree of integration. His 
method disregards the fact that an input-output relationship among 
industries produces a Residual, or an index of structural change, whose 
relative rate of growth is larger than the conventionally weighted sum of the 
4’s or I’s of the individual industries. 

This indentity between the corrected Leontief’s Index and our Residual 
becomes particularly interesting when the diverse origins of the two 
concepts—an input-output matrix and a geometric index—are recalled. 
The former method is less laborious, but at this stage at least, the changing 
input-output matrix is a more familiar and powerful analytical tool. 


* * * 


Any reader who has managed to get this far will undoubtedly sympathise 
with Schumpeter’s reported remark that methodology is the last refuge of the 
scoundrel. My justification for the long journey into this swampy land lies in 
the conviction that further work on Residuals, defined in one way or another, 
will help in understanding the process of economic growth, and possibly not 
only that. As mentioned in Section I, the heavy weight usually assigned to the 
labour input in aggregate studies almost insures a close relationship between 
the rates of growth of the Residual and of ordinary labour productivity, and 
thus does not add much to our knowledge. But Residuals obtained from 
individual industries and sectors (and perhaps even from firms) and their 
comparisons in time and in space look more promising, however difficult the 
conceptual and statistical problems may turn out to be. 

Evsey D. Domar 
Massachusetts Institute of Technology, 
Cambridge 39. 


1 Suppose a sector consists of shoes and leather, with equal 4's (or J's) of 2% per year. Then 
Leontief’s method would give a combined Talso of 2%. Our Residual would be larger because the 
sector benefits from a Residual (may I say here “‘ from technological change? ”’) in the shoe and 
a gna But if leather was replaced by boots, both methods would give a combined 
A or I of 2%. 





LONG-RUN IMPLICATIONS OF ALTERNATIVE FISCAL 
POLICIES AND THE BURDEN OF THE NATIONAL 
DEBT? 


I, InrrRobUCTION 


Tue time-honoured controversy over the burden of the National Debt 
has flared up once more. The view, almost unchallenged a few years back, 
that the National Debt is no burden on the economy and that the real cost 
of government expenditure, no matter how financed, cannot be shifted to 
“future generations ” has been on the retreat under a powerful counter- 
attack spearheaded by the contributions of J. M. Buchanan,’ J. E. Meade * 
and R. A. Musgrave. These authors, while relying to a considerable 
extent on older arguments, have significantly enriched the analysis by 
blending the traditional approach with the new insights provided by the 
Keynesian revolution. But even these most recent contributions have 
failed, in our view, to provide an altogether adequate framework—a failure 
resulting at least in part from the Keynesian tendency to emphasise flows 
while paying inadequate attention to stocks. It is the purpose of this paper 
to’ propose a fresh approach to this problem, and to show that, unlike its 
predecessors, it leads to a consistent and yet straightforward answer to all 
relevant questions. 

Unless otherwise noted, the National Debt will be defined here as con- 
sisting of: (1) all claims against the Government held by the private sector 
of the economy, or by foreigners, whether interest bearing or not (and in- 
cluding therefore bank-held debt and (government currency, if any); 


1 A number of colleagues at Massachusetts Institute of Technology and other institutions have 
greatly helped me with their comments on a preliminary draft of this paper. I wish particularly 
Ws acknowsetige the aiany tncful suggestions of Ralph Beaks, James Buchanan, Sukhamoy Chakra- 
varty, Margaret Hall and Merton Miller. 

% J. M. Buchanan, Public Principles of the Public Debt (Homewood, Illinois: Richard D. Irwin, 
1958). 

* J. E. Meade, “Is the National Debt a Burden?” Oxford Economic Papers, Vol. 10. No. 2, 
June 1958, pp. 163-83, and “ Is the National Debt A Burden: A Correction,” ibid., Vol. 11, No. 1, 
February 1959, pp. 109-10. 

* R. A. Musgrave, The Theory of Public Finance (McGraw-Hill, 1959), especially Chapter 23. 
Other recent contributions include: the reviews of Buchanan’s book by A. P. Lerner, Journal of 
Political Economy, Vol. 47, April 1959, pp. 203-6; E. R. Rolph, American Economic Review, Vol. 49, 
March 1959, pp. 183-5, and A. H. Hansen, Review of Economics and Statistics, Vol. 41, June 1959, 
pp. 377-8; also “ ‘The Public Debt: A Burden on Future Generations?” by W. G. Bowen, R. G. 
Davis and D. H. Kopf, American Economic Review, Vol. 50, September 1960, pp. 701-6; and the 

note by A. P. Lerner, “‘ The Burden of Debt,”’ Review of Economics and Statistics, Vol. 54, 
No. 2, May 1961. 

Since the completion of this paper, three comments on the Bowen, Davis and Kopf communica- 
tion by W. Vickrey, T. Scitovsky and J. R. Elliott and a reply by the authors have also appeared in 
the March 1961 issue of the American Economic Review, pp. 132-43. 
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less (2) any claims held by the Government against the private sector and 
foreigners. 

From a methodological point of view, the central contention of our 
analysis is that to grasp fully the economic effects of alternative fiscal 
policies and of the National Debt, we must pay proper attention to stocks 
as well as to the usual flow variables and to the long-run as well as to the 
impact effects. Among the substantive implications of this line of approach, 
the following may be mentioned here by way of a rough summary: (1) 
Given the government purchase of goods and services, an increase of the 
(real) National Debt, whether internal or external, is generally advantageous 
to those present at the time of the increase (or to some subset thereof). 
(2) Such an increase will generally place a “ gross burden ” on those living 
beyond that time through a reduction in the aggregate stock of private 
capital, which, as long as the (net) marginal productivity of capital is positive, 
will in turn cause a reduction in the flow of goods and services. Further- 
more, this loss (as well as the gain under (1) above) will tend to occur even 
when lack of effective private demand would prevent the maintenance of 
full employment in the absence of the deficit, though the relative size of gain 
and losses may be quite different in these circumstances, (3) These 
conclusions hold in reverse in the case of a reduction in the real National 
Debt. That is, such a decline is burdensome on those present at the time 
of the reduction and tends to generate a gross gain for those living beyond, 
(4) If the rate of interest at which the Government borrows can be taken 
as a good approximation to the marginal productivity of private capital, 
then the gross burden (or gain) to “ future generations ” referred to under 
(2) and (3) can be measured by the interest charges on the National Debt. 
(5) The gross burden may be offset in part or in tote, or may be even more 
than offset, in so far as the increase in the debt is accompanied by govern- 
ment expenditure which contributes to the real income of future generations, 
¢.g., through productive public capital formation.* 

This summary is very rough indeed and is subject to numerous qualifica- 
tions and amendments, many of which will be noted below. In any event, 
I should like to emphasise that the stress of this paper is on developing a 
method of analysis rather than on presenting a body of doctrines. For this 
reason I will try to relate my analysis to earlier points of view whenever this 
seems helpful in clarifying the issues involved. At the same time I will 
endeavour to stay clear of many traditional but somewhat sterile controversies, 
such as whether the analogy between private and public debt is true or false. 

+ This definition implies that the National Debt could in principle be negative. Even in this 
case we shall refer to it by the same name, although its magnitude will be expressed by a negative 
number. Similarly, we refer to an operation that reduces the algebraic value of the National 
Debt as a “* reduction,” even if the debt was initially zero or negative. 

® The difference between the increase in the National Debt in a given interval and the Govern- 


ment expenditure contributing to future income corresponds roughly to the net increase in what 
Professor Meade has called the “ deadweight” debt. Cf. op. cit. 
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Il. A Bmo’s Eve View or tHe CrasstcaL AND Post-Krynesian 
NoO-TRANSFER AND No-BURDEN ARGUMENT 

We begin by reviewing the very persuasive arguments supporting the 
doctrine that the cost of the current government use of resources cannot be 
transferred to future generations and that the National Debt is no burden on 
them. Since these arguments have been presented many times in the last 
couple of centuries and have been extensively restated in recent years, we 
can afiord to recapitulate them very briefly in terms of the three propositions 
presented below—at the cost of glossing over some of the fine points and of 
foregoing the pleasure of citing “ chapter and verse.” * 

(1) Individuals or sub-groups within an economic system can, by means 
of borrowing, increase the current flow of goods available to them and pay for 
this increase out of future output. But they can do so only because their 
borrowing is “‘ external,” i.e., matched by a lender who yields current goods 
in exchange for later output. But a closed community cannot dispose of 
more goods and services than it is currently producing. It certainly cannot 
increase this flow by paying with future output, for there is no way “ we can 
dispose to-day of to-morrow’s output.” Hence the goods and services 
acquired by the Government must always be “ paid for” by those present 
at the time in the form of a reduction in the flow of goods available to them 
for private use, and cannot possibly be paid for by later generations, whether 
the acquisition is financed by taxes or by internal borrowing. Only through 
external borrowing is it possible to benefit the current generation and to 
impose a burden on the future. 

(2) Although internal borrowing will leave in its wake an obligation for 
future tax-payers to pay the interest on the National Debt and, possibly, to 
repay the principal, this obligation is not a net burden on the community 
as a whole, because these payments are but transfers of income between 
future members of the community. The loss of the tax-payers is offset in 
the aggregate by the gain of the beneficiary of the payment. These transfers 
may, of course, occur between people of different ages and hence of different 
“‘ generations,” and in this sense internal borrowing may cause “ inter- 
generations transfers,” but it will not cause a net loss to society. 

The above two arguments, or some reasonable variant thereof, have 
provided the cornerstone of the no-transfer, no-burden argument over the 
last two centuries or so. It was left for Keynesian analysis to provide a 
third argument, removing thereby a potentially troublesome objection to 
the first two. If the cost of government expenditure always falls on the 
current generation, no matter how financed, why not forego altogether the 
painful activity of levying taxes? Yet our common sense rebels at this 

1 The reader interested in establishing just who said what will find much useful material in 
Buchanan, op. cit., especially Chapters 2 and 8, and in B. Griziotti, “‘ La diversa pressione tributaria 
del prestito ¢ dell’imposta” in Studi di scienza delle finanze e diritto finanziario (Milano: Giuffre, 1956), 
Vol. II, pp. 193-273. 
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conclusion. A partial answer to this puzzle was provided by recognising 
that taxes, even when paid back in the form of transfers, generate some 
* frictional loss,” because most if not all feasible methods of raising tax 
revenue tend to interfere with the optimum allocation of resources.' Pre- 
sumably the ever-increasing level of the National Debt resulting from full 
deficit financing of current expenditure would require raising through taxes 
an ever-growing revenue to pay the interest on the debt. Eventually the 
ratio of such taxes to national income plus transfers would exceed the ratio 
of government expenditure to national product, giving rise to frictional tax 
losses which could have been avoided through a balanced budget. While 
these considerations do provide a prima facie case for a balanced-budget 
policy, the case is not tight, for could not the interest itself be met by further 
borrowing ? 

However, we need not follow these fancy possibilities, for the Keynesian 
analysis has provided a much more cogent argument to support the need for 
an “ appropriate”’ amount of taxation, although not necessarily for a 
balanced budget. This argument, which reaches its most elegant formula- 
tion in the so-called principle of “functional finance’ enunciated by 
Lerner,? can be roughly summarised as follows. 

(3) Given the full employment output, say XY, and given the share of this 
output which it is appropriate to allocate for government use, say G, there is 
a maximum amount of output that is left available for the private sector, say 
P = X —G. Now the private sector demand for output, say P, is a function 
of income and taxes, say P = A(X, T), with 7s 0. Taxes are then to be 
set at that level, say 7, which satisfies the equation A(X, T) =P. A 
higher level of taxes would generate unemployment and a lower level would 
generate inflation, both evils which it is the task of the Government to avoid. 
T may turn out to be larger than G, calling for a surplus, or smaller than 6, 
or even perchance just equal to G, implying a balanced budget. But in any 
event, the purpose of taxes is not to make the current members of the com- 
munity pay for the government use of goods, which they will do in any event, 
the real reason we need to put up with the unpleasantness of taxes is to 
prevent the greater social evil of inflation. 


III. A Birp’s Eve View or THe CLassicAL AND Post-KeyNESIAN 
TRANSFER AND BurDEN ARGUMENT 


The basic contention of this school of thought, which itself has a long 
tradition, is that in general—though possibly with some exceptions—a 

1 See, ¢.g., J. E. Meade, “‘ Mr. Lerner on ‘ The Economics of Control,’ ’’ Economic Journat, 
Vol. LV, April 1945, pp. 47-70. 

* See, ¢.g., “‘ Functional Finance and the Public Debt,”’ Social Research, Vol. 10, No. 1, and “* The 
Burden of the National Debt” in Income Employment and Public Policy (New York: Norton & Com- 
pany, 1948). 
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debt-financed public expenditure will place no burden at all on those 
present at the very moment im which the expenditure takes place, and will 
instead. place a burden on ali tax-payers living thereafter. This burden 
may fall im part on those present at the time of the expenditure, but only 
in so far as they are present thereafter. The arguments which support 
this position have also been repeatedly stated and have been thoroughly 
reviewed quite recently by Buchanan. It will therefore again be sufficient 
to summarise them very briefly in the following two propositions: 

(1) The cost of a tax-financed expenditure is borne currently, for the 
resources obtained by the Government come from a forcible reduction in the 
resources of current tax-payers. But an expenditure financed by debt, 
whether internal or external, as a rule places no burden on those present at 
the time of the expenditure in that, and in so far as, the resources acquired 
by the Government are surrendered in a voluntary exchange by the savers, 
who thereby acquire government bonds (in lieu of some other asset). 

(2) ‘The burden is imposed instead on all future tax-payers, who will have 
to pay taxes to service the debt. These taxes are not a mere transfer of 
income, but a net burden on society, for, in the absence of the debt-financed 
expenditure, the taxes would not have been levied, while the investors in 
bonds would have received the income just the same, directly or indirectly, 
from the return on the physical assets in which their savings would have been 
invested. This argument does not imply that a debt-financed expenditure 
will necessarily affect future generations unfavourably. In order to assess 
the “ net outcome,” we must subtract from the gross burden represented 
by the extra taxes benefits, if any, resulting from the expenditure. Thus 
the net outcome might even be positive if the expenditure undertaken 
produced greater benefits than the private capital formation which it replaces. 
But the argument does imply that, through deficit financing, the expenditure 
of the Government is being “ paid for ” by future generations. 

A careful application of the reasoning underlying (1) and (2) will reveal 
circumstances in which the above conclusions do not hold and the alloca- 
tion of the burden may be independent of the form of financing used. 
There are in particular two important cases which are treated at some 
length by Buchanan and which bring to light the contribution of Keynesian 
analysis also to this side of the argument. The first is the case of debt- 
financed expenditure in deep depressions, when private capital formation 
could not, in any event, provide an adequate offset to full-employment saving. 
Here, according to Buchanan, not even a gross burden need result to future 
tax-payers, for the expenditure could in principle be financed by interest-free 
issuance of currency. The second exception discussed by Buchanan is that 
of a major war. Unfortunately, the chapter on war financing is one of the 
least convincing in his book, and what follows may represent more nearly 
my application of his framework than a faithful summary of his argument. 
Suppose the war effort is sufficiently severe so that the allocation of resources 
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to various uses, and to capital formation in particular, is completely de- 
termined by war necessities. In such a situation the way in which the 
Government finances its expenditure cannot affect private consumption or 
capital formation. It would seem therefore that the burden of reduced 
consumption must be borne by the current generation, even if the reduction 
is achieved not through taxes but through a combination of rationing and 
voluntary increases in saving and the unspent disposable income is invested 
in claims against the Government. Similarly, the burden of the reduction 
in useful capital formation is borne by those living after the war, again 
independently of financing. In this case, as well as in the case of depression 
financing, the taxes levied to pay the interest on the increased debt would 
indeed seem to result in a pure transfer, for the income associated with the 
bonds would not have come to exist had tre Government decided respectively 
to tax, or to print money, instead of borrowing. 

J. E. Meade has also lately associated himself with those maintaining 
that the National Debt is a burden,’ but his argument is quite different from 
the classical one, and bears instead all the marks of post-Keynesian analysis. 
He is not concerned with the differential effect of deficit versus tax financing, 
but asserts none the less that government debt in excess of government- 
owned physical capital—the so-called deadweight debt—is a burden on the 
economy. Unfortunately his contribution, which is so stimulating in analys- 
ing the effects of a major capital levy, is less than convincing in its attempt 
to establish that the deadweight debt is a burden. For his demonstration 
seems to rely entirely on the proposition that elimination of the debt would 
be a blessing for the economy in that it would encourage saving through a 
“ Pigou type” effect, besides reducing the frictional costs of transfers. 
Now the tax-friction proposition, though valid, is not new,? and had already 
been generally accepted as a second-order amendment to the no-burden 
argument. On the other hand, the first and central argument is rather 
unconvincing. For, as Meade himself recognises, a reduction in National 
Debt, be it through a capital levy, budget surplus or inflation, would spur 
saving whether or not the debt reduced thereby was “ deadweight ” debt. 
In fact, at least the first two means would tend to increase saving, even if they 
were applied in a situation where the National Debt was zero to begin with, 
and the outcome would be that of driving the economy into a position of net 
indebtedness vis-a-vis the Government. Finally, Meade’s analysis throws no 
light on whether the increase in saving following the capital levy is a per- 
manent or a purely transitory phenomenon, nor on who, if anyone, bears 
the burden of a debt reduction. In spite of these apparent shortcomings, I 
am encouraged to think that Professor Meade’s views are fundamentally 
quite close to those advanced here. I hope this will become gradually 
apparent, even without much further explicit reference to his argument. 


Meade, of. cit. 
® See, e.g., the references in footnote 1, p. 733, above, and in Buchanan, op. cit., p. 14, footnote 8. 
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IV. Fatcactes in THE No-rRansFER No-BuRDEN ARGUMENT 
The. classical argument summarised in the last section appears so far 
rather convincing, and if so we should be able to pinpoint the fallacies in one 
or more of the three propositions of Section II. 

The fallacy in proposition (1) is not difficult to uncover. It is quite true 
that a closed community cannot increase its current resources by relying on 
to-morrow’s unproduced output. None the less, the way in which we use 
to-day’s resources can affect in three major ways the output that will result 
to-morrow from to-morrow’s labour input: (i) by affecting the natural 
resources available to the future; (ii) by improving technological knowledge; 
and (iii) by affecting the stock of man-made means of production, or capital, 
available to future generations. Hence government expenditure, and the 
way it is financed, can affect the economy in the future if it affects any of the 
above three items. 

The argument in (3) is also seriously inadequate, and the post-war 
experience has brought this home sharply. For the demand of the private 
sector consists of consumption C and capital formation J, and at least the 
latter component depends not only on income and taxes but also on monetary 
policy, .Once we acknowledge this point, the principle of Functional 
Finance no longer implies a unique level of taxes. To demonstrate this 
point and its implications, it will be convenient—though it is not essential— 
to. suppose that monetary policy affects P exclusively through the inter- 


mediary of the rate of interest r, ie., that P = 9(X, T, r) with” <0; and 


that r in turn depends on X and the quantity of money M. But once we 
admit that r enters not vacuously in F we must also recognise that the 
equation 

(1) #(X, T, 1) =P 


will be satisfied not by one but by many possible values of 7, each value 
being accompanied by the appropriate value of r, say 7(7). Now in most 
circumstances—that is, except possibly in very deep depression—there 
will be a range of values of T such that the corresponding r(7) is achievable 
by an appropriate monetary policy. There is therefore not one but a whole 
schedule of values of JT which are consistent with the maintenance of full 
employment and price stability, each value of T being accompanied by an 
appropriate monetary policy. Furthermore, within this range there will 
tend to be a direct connection between TJ and the capital formation com- 
ponent of P. If, starting from a correct combination of 7, r and M, we 
lower taxes we will increase consumption, and to offset this we must reduce 
capital formation by appropriately tightening monetary policy. Con- 
versely, by increasing taxes we can afford to have a larger capital formation. 
Thus, given the level of government expenditure, the level of taxes, and 
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hence of budget deficit, does affect “ future generations ” through the stock 
of capital inherited by them. 

Having thus brought to light the weaknesses in arguments (1) and (3), 
it is an easy matter to establish that, at least under certain conditions, the 
Keynesian framework is perfectly consistent with the classical conclusion 
stated in Section III. Suppose we take as a starting-point a given G, and 
some given combination of T and r consistent with full employment. 
Suppose further, as is generally assumed in Keynesian analysis, that to a first 
approximation consumption responds to taxes but not to interest rates. 
Now let the Government increase its expenditure by dG while keeping taxes 
constant. ‘Then the deficit will increase precisely by dD = dG. What will 
happen to capital formation? If we are to maintain full employment 
without inflation we must have 


dG + dC + di=0 
and since, by assumption, taxes are constant and hence dC = 0, we must have 
dG = dD = —dl 


i.¢., the debt-financed expenditure must be accompanied by an equal reduction 
in capital formation (with the help of the appropriate monetary policy). 

This outcome is illustrated by a numerical example in Table I. Row (a) 
shows the behaviour of the relevant flows in the initial situation, taken as a 
standard of comparison: here the budget is assumed to be balanced, although 
this is of no particular relevance. In row (6) we examine the consequence 
of an increase of expenditure by 100, with unchanged taxes, and hence 
consumption. The amount of resources available for, and hence the level 
of private capital formation, is cut down precisely by the amount of the 
deficit-financed expenditure. It is also apparent that this expenditure 
puts no burden on the “current” members of the community. Their 
(real) disposable income is unchanged by the expenditure, and consequently 
so is their consumption, as well as the net current addition to their personal 
wealth or private net worth. But because capital formation has been cut 
by the amount of the deficit, the community will thereafter dispose of a stock 
of private capital curtailed to a corresponding extent. 

Thus the deficit-financed expenditure will leave in its wake an overall 
burden on the economy in the form of a reduced flow of income from the 
reduced stock of private capital. 


V. Inrerest CHARGES AND THE “ True” BurDEN or Dest FINANCING 


The analysis of the last section is seen to agree with the classical con- 
clusion that debt financing transfers the burden of the government expendi- 
ture to those living beyond the time of the expenditure. At the same time it 
indicates that this burden consists in the loss of income from capital and not in 
the taxes levied on later members to pay the interest charges, as the classical argument 
contends. 
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In some respects this amendment to the classical burden position may be 
regarded as rather minor, for it can be argued that, under reasonable 
assumptions, the interest charges will provide a good measure of the true 
burden. Indeed, as long as the amount dD is not large in relation to the 
stock of capital (and the flow of saving), the loss in the future stream of 
output will be adequately approximated by r*(dD), where r* denotes the 
marginal productivity of capital. Now if the Government borrows in a 
competitive market, bidding against other seekers of capital, then the 
(long-term) interest rate r at which it borrows will also be a reasonable 
approximation to r*. Hence the annual interest charges r(dD) will also be 
a good approximation to the true social yearly loss, or opportunity cost, 
r (dD) \—provided we can also establish that the initial reduction in the 
stock of capital will not be recouped as long as the debt is not repaid. 

One can, however, think of many reasons why the interest bill might not 
even provide a good measure of the true loss. To begin with, if the govern- 
ment operation is of sizeable proportions it may significantly drive up interest 
rates, say from 1 to r,, since the reduction in private capital will tend to 
increase its marginal product. In this case the interest on the debt will 
overstate the true burden, which will lie somewhere between 19(dD) and 
r,(dD). More serious are the problems arising from various kinds of im- 
perfections in the commodities as well as in the capital markets. In par- 
ticular, the Government may succeed in borrowing at rates well below r* 
by forcing banks and other intermediaries to acquire and hold bonds with 
yields below the market, or, as in war-time, by effectively eliminating the 
competition of private borrowers. In the first-mentioned case, ¢.g., we 
should add to the interest bill the lost income accruing to the bank depositors 
(or at least to the bank’s stockholders). There is also the rather nasty 
problem that, because of uncertainty, the rate of interest may not be a good 
measure of the productivity of physical capital. To put it very roughly, 
ris at best a measure of return net of a risk premium, and the actual return 
on capital is better thought of as a random variable whose average value is, 
in general, rather higher than r.* 

Besides the relation of r to r* there is another problem that needs to be 
recognised. In our discussion so far, and in our table, we have assumed that 
consumption, and hence private saving, were unaffected because taxes were 
unchanged. But once we recognise that the borrowing may increase the 
interest rate, we must also recognise that it may, through this route, affect 
consumption even with unchanged taxes. This problem might well be 
quickly dismissed under the principle of “de minimis.” For, though 
economists may still argue as to whether an increase in interest rates will 

1 This is precisely the position taken by Musgrave, of. cit., p. 577. 

* Cf. F. Modigliani and M. H. Miller, ““ The Cost of Capital, Corporation Finance and the 
Theory of Investment,” American Economic Review, Vol. 58, No. 3, June 1958, pp. 261-97. However, 


Miller has suggested to me that 7 may be the more relevant measure of return on capital as it deducts 
an appropriate allowance for the “ cost "’ of risk bearing. 
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increase or decrease saving, they generally agree that the effect, if any, will 
be negligible. But even if the rate of saving were to rise from, say, S, to 
So + ¢ and the level of capital formation were accordingly reduced only by 
aD —- ¢, one could still argue that r*dD and not r*(dD — e¢) is the relevant 
measure of the true loss to society. This is because, as suggested by Bowen 
et al.,* the income generated by the extra capital formation e may be quite 
appropriately regarded as just necessary to offset the extra sacrifice of 
current consumption undertaken by those who responded to the change in r. 

Thus it would appear that the classical-burden position needs to be 
modified to the extent of recognising that the burden of deficit financing 
consists not in the increased taxes as such, but rather in the fall in income 
generated by the reduction in the stock of capital. But this modification 
would seem rather innocuous, since, admittedly, rdD will generally provide a 
reasonable approximate measure of the true burden. In fact, however, the 
amendment we have suggested turns out to have rather far-reaching 
implications as we will show presently. 


VI. SHorrcomincs or THE CLAssiIcaAL TRANSFER AND BuRDEN ARGUMENT: 
Tae DirrerentTiat Errecr or Dericrr Versus Tax FInANcING 


The classical conclusion that deficit financing of an expenditure places 
the burden on the future seems to imply that, if the expenditure were 
financed by taxes, there would be no burden in the future. Interestingly 
enough, Buchanan’s book provides nowhere a systematic treatment of the 
temporal distribution of the burden from a tax-financed expenditure. 
Nor is this really surprising, for if the burden were in fact the interest of the 
debt, then tax financing could generate no burden on the future.* But if 
the relevant criterion is instead the loss of capital formation, then in order to 
find the true differential effect of debt financing versus tax financing, we 
must inquire about the effects of tax financing on private saving and capital 
formation. Only if this effect were nil or negligible would the classical 
conclusion be strictly valid. 

- Now, to an economist steeped in the Keynesian tradition, it is at once 
obvious that raising taxes to finance the government expenditure cannot fail 
to affect significantly private saving and capital formation. While tax 
financing will reduce disposable income by the amount of the expenditure, 
it will reduce consumption only by an amount cd7 = cdG, where ¢ is the 
marginal propensity to consume. The rest of the tax will be borne by a 
reduction in saving by sd7, where s = 1 — ¢ is the marginal propensity to 
save. Accordingly, if the initial position was one of full employment, as we 
are assuming, and inflation is to be avoided, private capital formation 

} This is especially true if current consumption is appropriately defined to include the rental 
value and not the gross purchase of consumers’ durables. 


* Bowen, Davis and Kopf, op. cit., p. 704. 
* See, however footnote |, p. 746, for a different explanation of Buchanan’s omission. 
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must itself be reduced by the amount sdG (through the appropriate monetary 
policy).1_ This outcome is illustrated numerically in row (c) of Table I. 
By comparing the outcomes (a), (6) and (c) as is done in part B of the 
table, we find that the differential effect of the deficit versus tax financing is 
to decrease capital formation by dG — sdG = cdG. The balance of the 
reduction, namely sdG, must be attributed to the expenditure as such, in- 
dependently of how financed.* Hence, even if we are willing to regard the 
interest rate paid by the Government as a good approximation to r*, the 
differential burden of debt financing on the future generations is not rdG 
but only redG. 

It can readily be seen that the above result is not limited to the case we 
have explicitly discussed so far, in which the deficit arises from an increase 
in expenditure. If, for whatever reason, a portion dD of the government 
expenditure is not financed by taxes but by deficit, capital formation 
tends to be reduced by approximately ¢(dD). This conclusion is, however, 
subject to one important qualification, namely that for T = 6, i.c., with a 
level of taxation balancing the budget, there exists a monetary policy 
capable of achieving full employment—or, in terms of our previous notation, 
of enforcing the required rate of interest r(7). When this condition is 
satisfied we shall say that there is a “ potentially adequate private demand,” 
or more briefly, an “ adequate demand.” We shall for the moment con- 
centrate attention on this case, reserving the task of examining the implica- 
tions of a lack of adequate demand to a later point. 

Our result so far, then, is that even with an adequate demand, the net or 
differential burden placed on the future by debt financing is not nearly as 
large as suggested by the classical conclusion. But note that the implied 
error is poor consolation for the no-transfer proponents, for they maintained 
that the burden is always “ paid as you go.” The error we have uncovered 
would seem to lie instead in not recognising that a part of the burden of the 
expenditure is always shifted to the future. This last conclusion, however, 
is somewhat puzzling and disquieting. And this uneasiness can be easily 
increased by asking ourselves the following embarrassing question: roughly 
how large is the coefficient s which determines the unavoidable burden on 
the future? This question is embarrassing because recent empirical as 
well as theoretical research on the consumption function suggests that the 
answer depends very much on the length of time which is allowed for the 
adjustment. In the long run, the average propensity to save has remained 


! The need to curtail investment when government expenditure is increased at full employment, 
even though it is fully tax covered, is the counterpart of the so-called multiplier effect of a balanced 
budget when starting from less than full utilisation of resources. The tax-financed expenditure 
per se increases the aggregate real demand for goods and services by a dollar per dollar of expendi- 
ture. But if we start from full employment, this extra demand could only result in inflation. 
Hence it must be offset by a fall in investment of s dollars per dollar of expenditure, which, taking 
into account the multiplier effect, will reduce total demand by s/s = | dollar per dollar, as rec.uired. 

* This conclusion has also been reached by W. Vickrey, op. cit. 
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pretty constant in the general order of 0-1, meaning that the marginal 
propensity is of the same order. But the quarterly increase in saving 
assocjated with a quarterly increase in income seems to be of a much larger 
order of magnitude, with estimates ranging as high as 0-5 and even higher. 
Which is the relevant figure and why? Or:does the answer depend on 
whether we look only at the impact effect of taxation or also at its delayed 
and ultimate effects? We will argue that this is indeed the case, and that 
in’ so far as.we are interested in the distribution of the burden over time and 
between generations, the total effects are paramount. 


ove ‘Impact Versus Torat Errecrs or Dericrr anp Tax Financinc 


“Let us.come back to a comparison. of rows (b).and,(e) in, Table I, but this 
time let us concentrate on the effect of taxation on the terminal net worth 
position of the houscholds. We can see that if the expenditure is debt- 
financed this terminal position is (at least to a first approximation) the same 
as if, the expenditure had not been undertaken. . On the other hand, in the 
case, of tax financing, in addition to the concomitant fall in consumption, we 
find that saving, and hence the increase in net worth, was also cut down from 
200. to..160,.. What. effect will this have on later consumption and saving 
behaviour ? 

In order to answer this question we need. to go beyond the standard 
Keynesian emphasis on current flows and try to understand why consumers 
wanted to. add 200 to their net worth in the first place and how they will 
react when this goal has to be scaled down in response to higher taxes. I 
have elsewhere proposed some answer to these questions by advancing the 
hypothesis that saving (and dissaving) is not a passive reaction to income but 
represents instead a purposive endeavour by the households to achieve a 
desirable allocation of resources to consumption over their lifetime.? How- 
ever, in what follows we do not need to rely, to any significant extent, on 
that model or any other specific theory of saving behaviour. All that we 
need to. keep before our eyes is the logical proposition that there are, in the 
final analysis, only two ways in which households can dispose of any addition 
to their net worth achieved through current saving: namely, either through 
later consumption or through, a bequest to their heirs. 

Now let us suppose at first that the bequest motive is small enough to be 
neglected and that, as a rule and on the average, each household tends to 


4 See, ¢.g., the following two recent and as yet unpublished studies prepared for the Commission 
on Money and Credit: D. B. Suits, “‘ The Determinants of Consumer Expenditure: a Review of 
Present Knowledge”; and E. C. Brown, R. M. Solow, A. K. Ando and J. Kareken, “‘ Lags in 
Fiscal and Monetary Policy,” Part LI. 

§.F. Modigliani and R. Brumberg, “ Utility Analysis and the Consumption Function: An 
Interpretation of Cross-section Data,” in Post-Keynesian Economics, K. Kurihara, ed. (Rutgers 
University Press, 1954). 
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consume all-of its income over its lifetime. This assumption can be con- 
veniently restated in terms of the notion of the “ over-life average propensity 
to consume ”’ (oac), defined as the ratio of (the present value of) life con- 
sumption to (the present value of): life resources, and of the “ over-life 
marginal propensity to consume” (omc), defined as the ratio of marginal 
increments in the same two variables. With this terminology, our current 
assumption is that both omc and oac are unity. It should be noted that, 
under reasonable hypotheses about the typical individual life cycle of earnings 
and consumption, an eac of unity for each household is consistent with a 
sizeable stock of aggregate assets, in the order of several times national 
income. With a stationary population and unchanged technology— 
stationary economy—this aggregate stock would tend to be constant in size, 
implyim; zero ‘net saving in the aggregate, but it would be undergoing a 
continuous reshuffling of ownership from dissavers, such as retired persons, 
to those in the process of accumulating assets for retirement and short-run 
contingencies. On the other hand, with a rising population and/or techno- 
logical progress, there would tend to be positive saving and a rising stock; 
in fact, the ratio of saving to income and of assets to income would tend to be 
constant in the long run if the above two forces resulted in an approximately 
exponential growth trend for aggregate income.’ . 

Let us now consider the consequences of a non-repetitive increment in 
government expenditure dG, financed by a deficit, limiting ourselves at first 
to astationary economy. Fig. | (a) illustrates graphically the effects of this 
operation on aggregate private net worth W, and on the net stock of privately 
owned capital K. The horizontal dashed line AA represents the behaviour 
of net worth in the absence of dG. It is constant by our assumption of a 
stationary economy, implying zero net saving, or gross saving and gross 
investment just sufficient to offset the wear and tear of the capital stock. 
If we make the further convenient assumption that there is initially no 
government debt (and ignote non-reproducible tangible wealth), then W 
coincides also with XK. The incremental expenditure dG is supposed to 
occur in the interval ¢, to ¢, at the constant rate dG/(t, — t), and is financed 
by tapping a portion of the gross saving otherwise devoted to capital main- 
tenance. Asa result, between ¢, and t, X falls, as shown by the solid curve. 
But the net worth W remains at the same initial level as the fall in X is 
offset in the consumers’ balance sheet by the government debt of dG. By 
t, the gap between W and XK amounts to precisely dG, and thereafter the 
curves remain unchanged until and unless some further disturbance occurs. 
The final outcome is that the debt-financed expenditure, by generating a 
permanent wedge dG = dD between W and K,* causes the entire cost of the 
expenditure to be borne by those living beyond ¢, in the form of a reduction 


2 Cf. A. K. Ando and F. Modigliani, ‘‘ Growth, Fluctuations and Stability,” American Economic 
Review, May 1959, pp. 501-24. 
* Permanent in the sense that it persists as long as the debt remains outstanding. 
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inthe stock of private capital by dG and in disposable income by r*(dG).1 
If, in addition, r* = 1, then before-tax income will be unaffected and the 
fall-in disposable income will equal the tax collected to pay the interest, as 
claimed by the classical-burden doctrine.* 

Consider now the effect of full tax financing of dG, illustrated in Fig. 
1 (6). The line AA has the same meaning as before. The impact effect of 
the tax-financed expenditure—i.c., the effect within the interval ft,—is to 
reduce consumption by cdG and saving and private capital formation by 
sdG. - Hence, as shown by the solid line, by ¢, both W and K have fallen by 
5dG.. As we had already concluded, this fall in X partly shifts the effect of 
the expenditure to those living beyond ¢,. However, by following up the 
delayed effect of the tax, we can now show that in this case: (a) the shift of 
the burden is only temporary, as W, and hence X, will tend to return 
gradually to the original pre-expenditure level, and (5) the burden trans- 
ferred to the period following ¢, is borne, at least to a first approximation, 
entirely by those who were taxed between f and f;. 

To establish this result we need only observe that since those taxed have 
suffered a loss of over-life (disposable) income amounting to dG as a result of 
the tax, they must make a commensurate reduction in over-life consumption. 
If the consumption is cut initially only by ¢(dG) the balance of the tax, or 
s(dG), is financed out of a reduction in accumulaticn—including possibly 
borrowing from other housecholds—which at first reduces the net worth at 
time ¢, by s(dG), but eventually must be matched by a corresponding 
reduction of consumption over the balance of the life span. Let Z denote 
the length of time until the taxed generations die out. In the interval 
t, to ty +L, then, the consumption of this group will be smaller relative 
to its income, and hence its rate of saving will be larger, or its rate of 
dissaving smaller, than it would have been in the absence of the tax. On 
the other hand, over the same interval, the income consumption and saving 
of households who have entered the scene after ¢, will be basically unaffected 
by the operation. Hence, in the Z years following ¢, there will arise some 
positive saving which will gradually die down as the taxed generation dis- 
appears. The precise path of aggregate saving will depend on the way the 
taxed generation chooses to distribute the reduction of consumption over its 
life. But, in any event, the cumulated net saving over the entire interval 

1 Actually the fall in disposable income consequent upon the fall in X is likely to give rise to a 
further fall in W and hence in X, but this indirect effect will tend to be of secondary magnitude. 
See on this point footnote 1, p. 750. 

* If the reduction in X results in a significant rise in r* and hence x, then, as pointed out by 
oe i ke eee ne ecrer een Oe epeiien of fre tor incomes. Labour 

income will tend to shrink and property income to increase—and, incidentally, this increase will 
tend to more than offset the fall in labour’s earnings. It does not follow, however, as Vickrey has 
concluded, that the “ primary burden of diminished future income will be felt by future wage 
earners.” For the burden consists in the reduction of dispesable income, and this reduction will 
depend on the distribution of the taxes levied to pay the interest as between property and non- 
property income. 
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Fie. 1 
Effect of Deficit and Taxes on Net Worth, W, and Capital, 
(unity over-life propensity to consume) % 
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(c) Debt Retirement 


t, to ¢, + Z must come to precisely s(dG), representing the required re- 
duction of consumption relative to income of the taxed generation.' This 

1 It may be noted that the cumulated reduction in consumption will tend to be somewhat 
larger than s(dG) because the taxed generation will also lose some income as a result of the re- 
duction in their wealth, amounting initially to s(dG). However, the cumulated increase in saving 
over the interval is still s(¢G) because the additional loss in consumption just matches the reduction 
in income from this source. Actually s(dG) measures essentially the present value as of t, of the 
required reduction in consumption. 
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cumulated saving is just sufficient to make up for the initial fall in the stock 
oo. so that by #, + LE the stock of capital (as well as W) has returned to 

the original level, as shown in Fig. 2 (6), and we are back in the original 
stationary state. 

The above framework can be readily applied to analyse the effects of 
deficit or surplus generated under different conditions, ¢.g., by varying 
taxes, expenditure constant. Fig. | (c), for instance, depicts the outcome 
of an increase in taxes in the interval f, to ¢,, utilised to retire the debt D 
outstanding at 4. Here again the entire burden of the retirement falls on 
the taxed generation—although it is spread between ¢ and ¢, + L—and 
the gain accrues to those living after ¢, in the form of an increase in the stock 
of capital by an amount which éventually approaches the amount of debt 
retired and reflects the elimination of the wedge between W an. K. 

It is also easy to verify that our results remain valid for a growing 
economy, the only difference being that the dashed line AA would turn into 
an upward-sloping curve. With debt financing the graph of K would, 
from #, on, run at a distance dG below this line, while with tax financing the 
graph of K = W would initially fall below it by s(dG), but would tend to 
return to it at ¢, + L. 

In summary, then, under unit oac the cost of an expenditure financed by 
debt, whether internal or external, tends to fall entirely on those living 
beyond the time of expenditure, as asserted by the classical-burden position, 
though it is best measured by r*dD rather than by the incremental tax bill 
rdD. This burden may be eliminated at a later date by retiring the debt 
through a budget surplus, but thereby the full cost of the original expenditure 
is shifted to the later tax-payer, who financed the surplus. On the other 
hand, the cost of a tax-financed expenditure will tend.to be borne by society 
as a whole, partly at the time and partly for some finite period thereafter. 
But the burden beyond ¢, still falls primarily on those who initially paid the 
tax and reflects the spreading of the burden over their lifetime.' 

In the analysis so far we have concentrated on examining who bears the 
cost of the expenditure. To complete the picture we must, of course, also 
reckon the yield, if any, produced by dG beyond ¢,. In particular, if dG 
results in a (permanent) addition to the stock of capital we must distinguish 


1 In a stimulating comment to a preliminary draft of this paper, Mr. Buchanan has provided an 
explanation for his failure to analyse the temporal distribution of the burden of a tax-financed 
expenditure. He points out that in line with the classic tradition, he defines the burden as the 
subjective loss of utility suffered by the tax-payer because of the initial loss of resources. The 
burden in this sense occurs entirely when the tax is levied and the later reduction of consumption 
cannot be separately counted as burden, as it is merely the embodiment of the original burden. I 
have serious reservations about the usefulness of this definition. It has, for instance, the peculiar 
implication that, when as a result of tax financing an heir receives a smaller inheritance or as a result 
of debt financing he is saddled with a larger tax bill, this cannot be counted as burden on him, as 
the entire burden is already accounted for in the guise of his father’s grief that his heirs will enjoy a 
smaller net income. It is this peculiar reasoning that underlies Ricardo’s famous conclusion that 
the cost of the government expenditure is always fully borne by those present at the time. 


- 
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between W, X and X*, the latter denoting the total stock of private- plus 


government-owned capital. K* will exceed K by dG. Thus in the case 
of a debt-financed capital expenditure, K* will everywhere tend to coincide 
with W, the government capital formation simply replacing the private one. 
For the case of tax financing, the behaviour of X* is shown by the broken 
line in Fig. 1 (6). Here the burden on the taxed generation results in a 
permanent gain for those living beyond ¢,, which will gradually approach 
the yield on dG. In this sense one might well say that the cost of current 
government services can be paid for not only by the current and future 
generations but even by past generations. 

There remains to consider how far our conclusions need to be modified if 
the ome is less than unity. Since a debt-financed expenditure does not affect 
the behaviour of net worth, our analysis of this case basically stands, although 
one can conceive of some rather fancy circumstances in which modifications 
would be necessary.1_ In the case of tax financing, however, an ome of less 
than one implies that part of the burden of the expenditure will fall on later 
generations, who will receive a smaller bequest. It can be readily seen that 
the reduction in K = W available to them will be of the order of (oms) (dG), 
where oms denotes now the over-life marginal propensity to save. The 
differential burden of debt versus tax financing on society will correspond- 
ingly be of the order of r(omc)(dG) instead of rdG.* In other words, the 
propensities to consume and save relevant to the 'ong-run effect are precisely 
the over-life ones.* Unfortunately, these are propensities about which 
information is currently close to zero, both in terms of order of magnitude 
and stability, although some attention has begun to be devoted to this 
question.* 

Our analysis of the differential burden of tax versus debt financing could 
stand a great deal of refinement and qualifications to take proper account of 
the specific nature of the taxes levied to pay for dG or for the interest on the 


1 It is conceivable that, ¢.g., the tax newly imposed to defray the interest. cost might reduce 
the bequests. To this extent an even greater burden is placed on later generations, which will 
inherit a smaller K for two reasons: because of the smaller W and because of the wedge dG between 
W and KX. An even fancier possibility is that the new tax might spur the initial generation to 
increase its bequests to help their heirs pay for the new tax. This would, of course, increase the 
burden on the current generation and decrease that on posterity. 

* Note that, regardless of the value of omc, the current generation must always fare at least as 
well, and generally better, under debt than under tax financing, even if it capitalised fully the new 
taxes that must be raised to pay the interest bill on the new debt, For, even in the highly unlikely 
event that the amount r(dD) per year necessary to pay the interest bill were levied entirely on the 
initial generations, as long as they lived, this liability is limited by life, and hence represents a finite 
stream whose present value must be less than the amount dD which would have been taken away 
in the case of tax financing. See on this point also footnote 1, p. 746. 

* Even with an omc of less than unity it is likely that the impact of the tax on bequests handed 
down from one generation to the next would gradually disappear sp that W and K would eventually 
be unaffected by the tax-financed expenditure. But this is in the very long run indeed. 

* See, ¢.g., J. Tobin and H. W. Guthrie, “‘ Intergenerations Transfers of Wealth and The Theory 
of Saving,’’ Gowles Foundation Discussion Paper No. 98, November 1960. 
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debt. But it is clear that these refinements can in principle be handled by 
proper application of the framework set out in thissection. Weshall therefore 
make no attempt at working out a long list of specific cases, and will proceed 
instead to point out the implications of our framework for a somewhat 
different class of problems, namely where the change in debt occurs without 
any accompanying change either in government purchases or taxation. 


VIIL. “ Grarvrrous” Increases iv Dest, REPUDIATION AND INFLATION 


For analytical convenience we may start out by considering a case which 
has admittedly rather limited empirical relevance: namely, where the 
government debt is increased at some date 4, by an amount dD by a “ gra- 
tuitous ” distribution of a corresponding amount of bonds.? Presumably, 
at least in this case, the proponents of the classical burden argument, if they 
apply their reasoning consistently, would have to agree with the proponents 
of the classical non-burden arguinent that the increment in the National 
Debt puts no burden on the economy as a whole, either at the time of issuance or 
thereafter, except for frictional transfer costs. For while it is true that from 
t) on, tax-payers are saddled with extra taxes to defray the interest bill, it is 
also true that the receipt of interest would not have arisen without the 
creation of extra debt. Note that this conclusion does not rule out the 
possibility that the operation may result in some transfer between genera- 
tions, if by a generation we mean the set of members of the economy born 
at a particular date: thus the interest accruing to those receiving the gift will 
very likely be paid, at least partly, by a younger generation. But these are 
still mere income transfers involving no overall burden. 

But once we recognise that the overall burden of the National Debt 
derives from its effects on the private stock of capital, then it becomes clear 
that, by and large, both classical doctrines agree with the wrong conclusion. 
This is indeed quite obvious in the case of a unity oac, a case illustrated 
graphically in Fig. 2 (a). The solid line AA shows as usual the behaviour 
of W = K in the absence of the gift. For the sake of variety, we deal here 
with a growing economy with positive saving and rising wealth.* If the 
gift is distributed all in one shot at point 4, then at that point W will rise by 
aD, with no change in K. But now: between 4 and 4, + Z the members 
of the generation that received the gift will gradually dispose of the bonds (or 
of other assets that they may have exchanged against the bonds) by selling 
them to current savers and using the proceeds to increase consumption 
over what it would have been otherwise. As this takes place, the aggregate 

1 By so doing we are also deliberately by-passing the other major issue of fiscal policy, that of 
the distribution of the burden between income classes. 

* In order to avoid side issues, we will assume that the coupon rate on these bonds is such as 
to make their market value also equal to dD, and that no change occurs in the government purchase 
of goods and services, G. 

* Just for reference, we may note that according to the Modigliani-Brumberg model, if income 
were growing at approximately exponential rate, W would be growing at the same rate. 
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rate of saving, and hence the accumulation of net worth and capital, is 
reduced. The result is that W gradually approaches the base path AA, 
while X, which is always lower by the wedge dD, falls below it. By 4% + Z 


Effect of ** Gratuitous " Changes in Debt on Net Worth, W, and Capital, X, 
(unity over-life propensity to consume) 
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(b) “ Repudiation ” or * Inflation ” 


the cumulated rate of saving and physical capital formation will have been 
reduced by (approximately) dD, so that W will tend to coincide with AA 
and K to be dD lower, a position that will tend to be maintained thereafter. 
Thus an increase dD in the National Debt, even if it arises from a free gift, 
will put a burden on the economy as a whole. Under unity oac—after a 
transient period in which W is increased as a result of the gift—this burden 











on eee eae nanan xyeplicies tetedeet 
debt* = 
A End saat ade abiboy, hen thie Wwirdew Will be emailer, telling to 
(ome) (r*dD), because the gift will tend to increase W “ permanently ” by 
(oms)(4D) and hence K will tend to fall only by (ome)(dD). As usual, this 
burden can be removed at any later point by taxation and retirement of the 
debt, but only at the cost of putting the burden on the taxed generation, 
which in efféct will be paying for the benefits enjoyed by the beneficiaries 
of the gift. 
Our conclusion applies directly, but for an appropriate change of 
* sign,” to the case of a “ gratuitous” one-shot reduction in the National 
Debt, as indicated im Fig. 2 (6). Such a reduction might be accomplished 


by repudiation, total or partial, or by a capital levy, or, much more im- 
portantly and frequently, by the simple device of (unanticipated) inflation. 


This conclusion is strictly valid only in so far as the fall in disposable income brought about 
by the fall in X is matched by an equal fall in consumption. To the extent, however, that co..- 
sumption falls somewhat less, cumulated saving may fall somewhat more, pushing W and K to a 
lower position than in our figure: but this extra adjustment will in any event tend to be of a second 
order of magnitude. The nature and size of this adjustment can be exhibited explicitly with 
reference to the Modigliani~Brumberg model of consumption behaviour. As indicated earlier, 
this mode! implies that, in the long run, the aggregate net worth of consumers tends to be propor- 
tional to their (disposable) income, or (1) W = g¥, where the proportionality constant is a de- 
creasing function of the rate of growth ofincome. Suppose initially income is stationary as popula- 
tion and technology are both stationary. We also have the identity (2) W = K + D, where D 
denotes the National Debt. With population and technology given, the effect of capital on income 
can be stated by a “ production function” (3) Y = f(K). We have stated in the text that a 
gratuitous increase in D, or more generally an increase in D which does not result in government 
capital formation or otherwise change the production function, will tend to reduce K by dD and Y 
by r*dD: iz., we have asserted $5 x — Land =~ —r*, where r# = Y= prey. By means 
of equations (1)—(3) we can now evaluate these derivatives exactly. Solving (2) for K and using 

dK —1 — 1 


(1) and (8) we have K = gf(K) —D. Hence Tove gf —1 of De poy eee 


Simin ID — T= ste I~ Thus, ifr* ~ r= 0-05 and gis in the order of 4, then 


oo —1-25 instead of —1 and 47 is —0-625 instead of —0-05, 


I am indebted to Ralph Beals, presently a graduate student at Massachusetts Institute of Tech- 
nology, for pointing out that these formula: are not entirely general, for, within the Modigliani- 
Brumberg model, the second-order effect is not independent of the nature of taxes employed to 
defray the interest bill. In fact, the formule derived above are strictly valid only if the revenue is 
raised entirely through an income tax on non-property income. With other kinds of taxes, one 
obtains somewhat more complicated formule. For instance, if the taxes are levied on property 
income this will depress the net yield of wealth below r, which in turn will, in principle, affect the 
proportionality constant g of equation (1). However, <xploration of several alternative assumptions 
suggests to me that the outcome is unlikely to be appreciably different from that derived above, at 
least in the case of direct taxes. 

It.can also be shown that the above formula will tend to hold, at least asymptotically, for an 
expanding economy in which population grows at an approximately constant rate and/or so does 
productivity as a result of technological change which is neutral in Harrod’s sense (cf. Toward a 
Dynamie Economics (Macmillan, 1949), p. 23). The main features of such a growth model are 
discussed in Ando and Modigliani, op. cit. 
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Thus a (once and for all) doubling of the price level is entirely equivalent 
to a repudiation of one-half of the National Debt at the original price level— 
although it has, of course, all kinds of other widespread economic effects. 
As far as the National Debt is concerned, this operation puts a burden on the 
owners of the bonds by reducing the real value of their interest income as 
well as the real value of the principal. In so far as the first effect is con- 
cerned, we have a mere transfer from the bond-holders to the tax-payers, 
with no overall effect. But the reduction in the principal generates an 
unmatched reduction in consumption, and hence a trensient higher rate of 
saving. The resulting increase in the capital stock will benefit all those 
living after the inflation—provided, of course, private capital has a positive 
marginal product and the potentially higher rate of saving is utilised for 
capital formation rather than being wasted in depressed income and un- 
employment. 

From the content of this section and the previous one it should also be 
apparent that our analysis basically supports Meade’s conclusion concerning 
the burden of the deadweight debt, although this conclusion is derived by a 
very different line of reasoning. The deadweight debt is a burden because: 
(a) it generates a corresponding gap between aggregate net worth W and 
the aggregate stock of capital X*, and (b) we can expect that this gap will 
result primarily in a fall in X* rather than in an offsetting rise in W. Thus, 
if we conceive two communities A and B identical with respect to natural 
endowments, technical know-how and habits of private thrift, and which 


differ only in that A has a deadweight debt D’ and B has none, community 
A will be poorer, roughly, by D’ times the marginal productivity of 
capital plus frictional transfer costs. 


IX. Dericrr Financinc 1s War AND IN DEPRESSION 


In this concluding section we propose to apply our tools to sée what 
light they shed on the two classical and empirically relevant issues: the pre- 
Keynesian problem of war financing and the post-Keynesian problem of 
deficit created as part of a counter-cyclical stabilisation policy. 

In order to face squarely the core issue of war financing, let us be con- 
cerned with the case of a major war effort of the type outlined earlier in 
Section III, in which the stock of capital in existence at the termination of the 
war is independent of the methods used to finance it. It follows immediately 
that, independentiy of financing, the war will impose a burden on post-war 
society as a whole to the extent that the stock of capital in existence at its 
termination—counting only whatever portion is useful to satisfy the post-war 
requirements—is less than what would have been there in the absence of 
war. In order to examine the residual effects, if any, of methods of financing, 
we must suppose that, in spite of the war’s severity, we have some choice as 
to the extent of taxation. Also, to keep separate for the moment the possible 
role of inflation, we must suppose that untaxed income in excess of the pre- 
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determined consumption level is prevented from bidding up the price of 
goods—whether through voluntary abstention or through a fully successful 
system of rationing. In these conditions the unspent income must result 
in an increase in government debt held by the private sector, cither 
directly or through financial intermediaries. Thus the level of taxation 
versus deficit financing determines essentially the size of the increment in 
government debt, dD. Now suppose, for the sake of the argument, that 
the war had been entirely financed by taxes, dD being accordingly zero. 
It then follows from our earlier analysis that the burden of the war will be 
borne almost entirely by members of the war generation. For, in addition 
to the sacrifice of consumption and other amenities during the war, they will 
also bear the brunt of the reduced capital stock, their accumulation of net 
worth being limited to the permitted privately financed capital formation. 
Thus the burden falling on society as a whole after the war will fall primarily 
directly on the members of the war generation (affecting others only *o the 
extent that the reduction in the stock of capital reduces total income by 
more than the return on capital). They will be forced after th: . mr to 
maintain a reduced level of consumption over the rest of their life, tending vo 
save heavily in their remaining earning span and to dissave at a greatly 
reduced rate thereafter. This behaviour in turn will vroduce, after the 
— an abnormally large rate of aggregate saving, gradually declining with 

the disappearance of the war generation. As a result, by the time the war 
generation has disappeared, the war-time reduction in capita! formation 
may have been substantially made up—this being more nearly true thc closer 
the oac is to unity and the smaller the initial loss of capital. 

If, on the other hand, through lower taxes the war generation is per- 
mitted to increase its terminal net worth by an additional amount dD, the 
effect, with respect to the present issue, is essentially the same as though at 
war’s end it had been handed down gratuitously a corresponding amount of 
government bonds.’ As usual, this will enable them to maintain a higher 
post-war consumption, reducing capital formation, by an extent that can 
range as high as dD, if the oac is unity. Thus the debt financing will 
generate both: {i) a transfer from the post-war to the war generation to the 
extent of taxes levied on the former to pay interest to the latter, and (ii) a 
permanent burden on society as a whole to the extent that the stock of 
capital is permanently reduced by dD—less any increase in W resulting 
directly from dD.* In so far as in the immediate post-war period the 

+ If the bonds issued during the war carried an exceptionally low rate of interest because of the 
monopoly position of the Government in the market the gift in question should be regarded, for 
present purposes, as represented by the market value of the bonds. 

* Note that the incremental debt dD could be regarded as a burden on society even if the 
econorny tended to suffer from long-run stagnation, i.¢., a chronic tendency for a very low or zero 
marginal productivity of capital. For while it is true that the larger consumption bestowed on the 
war generation would help to sustain consumption, and thus full employment, the same result 
could be achieved by reducing the taxes and expanding the consumption and saving of whoever 
was present at the appropriate later time. 
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Government, to speed up the reconstruction, pushes capital formation by 
raising taxes and creating a surplus, the long-run effect is eliminated. But the 
burden of debt financing is placed to that extent on those living in the relevant 
post-war period, which may again consist in part of the very same war 


If inflation is permitted to develop in the course of the war or im- 
mediately following it our analysis remains valid, provided the increment in 
the debt is measured in real, rather than money, terms. This net real 
increment can be expressed as 


debt and dP is the relative increase in the price level in the course of the war 
inflation. The above quantity, it will be noted, may even be negative if 
dP > 5, its if the increase in prices exceeds the relative increase in the 
0 

debt. In this case the war generation will be made to carry even more 
than the cost of the war (unless its plight is improved by post-war transfers 
of income); and later generations may conceivably end up by benefiting 
from the war, at least following the transient period of high saving rates and 
rapid capital accumulation. Perhaps the picture we have been drawing 
has some relevance for an understanding of the post-war experience of such 
countries as Germany, Italy ard Japan. 

It seems hardly necess.::y to point out that our analysis in no way 
implies that in financing a war the use of debt should necessarily be mini- 
mised. Quite aside from obvious incentive considerations, there may be 
perfectly good equity reasons for lightening the burden of the generation 
that suffered through the war by granting them a more comfortable life 
after the war, at the expense of later generations. 

We come finally to the effects of debt generated as a counter-cyclical 
measure. In view of the complexity of the problem, we shall have to limit 
ourselves to a sketchy treatment of a limited class of situations. Our main 
concern is to show that, even in this case, debt financing, though quite 
advantageous to the current generation, will generally not be costless to 
future generations, at least in terms of gross burden. 

Consider a situation where, in spite of the easiest possible monetary 
policy and with the whole structure of interest rates reduced to its lowest 
feasible level, the demand for private capital formation is inadequate to 
absorb full-employment saving with a balanced budget. But let us suppose 
that the situation can be counted upon to be temporary and not to recur 
for a long time to come. If the Government does not step in there will be a 
temporary contraction of employment accompanied by a contraction of 
consumption and of addition to net worth, which is limited to the amount 
of private capital formation. Suppose, on the other hand, the Government 
expands its expenditure to the extent needed to fill the deflationary gap, and 
thereby runs into a deficit dD. Let us also imagine that it succeeds in 
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or en manne esate maintain full employment without 

inflation. »Hence consumption will be kept at the full-employment level 
and so will the accumulation of net worth; except that this accumulation 
will now take the form of an addition to the National Debt to the extent dD. 
Thus the government action involves a current gain to society which can be 
measured bythe income which would have been lost otherwise. What 
we wish to know is whether this gain places any cost on later generations 
(and if'so, how it can be valued). 

Under the assumed conditions the answer would have to be affirmative 
at least under unity oac. In this case, in fact, we can see that the cost which 
was spared to society would have fallen entirely on the members of the 
depression generation. They would have been forced over their lifetime 
to cut their consumption by an amount (whose present value is) equal to 
the lost income. This reduction would be distributed partly within the 
depression. but partly after the recovery, to an extent equal to the loss in 
accumulation of net worth in the depression. This reduction of consump- 
tion would in turn give rise to a somewhat higher rate of capital formation 
aftet the recovery, so that by the time the depression generation disappears 
the stock of capital would tend to be back to where it would have been 
without depression... In other words, under the assumed conditions failure 
of the Government to act, though costly to the depression generation, tends 
to be costless to later generations. On the other hand, if the Government 
acts, the depression generation does not have to maintain a lower consump- 
tion after the recovery, and accordingly, the lost private capital formation 
during the depression is never made up. The creation of dD introduces 
again a corresponding wedge between W and X which will tend permanently 
to reduce the amount of physical capital available to future generations. 
Hence there is a loss to them to the extent that at later points of time an 
increment to the stock of capital would make any net positive addition to 
output. If the debt is never meant to be retired, then at least with well- 
functioning capital markets, the consol rate, being an average of anticipated 
future short rates, may provide at least a rough measure of the (appropriate 
time average) annual loss.’ And in this sense if the Government borrows 
long, the interest bill on the inctemental debt may provide a rough measure 
of the average future (gross) burden placed on society as a whole.! 

Once more, recognising that the government action may involve a gross 
cost to future society does not imply that the action should not be taken. 
In the first place, because of multiplier effects the gain in income to those 
present is likely to be appreciably larger than the lost stock of capital 

* Of course, under our present assumptions the burden as measured by the opportunity cost will 
be essentially zero during the period in which the debt is created, regardless of whether it takes 
the form of long-term debt, short-term debt or currency creation. But in the last two cases the 
current interest cost will not appropriately reflect the average future burden, unless we also take 


into account the rate the Government will have to pay on bonds sold at later points of time to re- 
finance the short-term debt or to reduce the moncy supply in order to prevent inflation. 
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which approximates the present value of the sacrificed income stream. 
In the second place, if the Government spends on projects which produce a 
yield in the future, then the gross burden will be offset by the gross yield 
and the net outcome may even be positive. In the third place, the gross 
burden can be eliminated if at some future point of time the Government 
runs a surplus and retires the debt. It is true that this will tend to place 
__ the burden of the original deficit on those who pay the taxes financing the 

surplus. But if the surplus follows the deficit in short order these people 
will be, to a large extent, the very same ones that benefited from the original 
deficit; thereby the questions of imter-generation equity are minimised. 
The case for eradicating the deficit with a nearby surplus is, of course, 
strongest if the government expenditure provides nothing useful for the future, 
or if the deficit reflects a reduction in the tax bill, expenditure constant, 
resulting either from built-in flexibility arrangements or from ad hoc tax 
rebates. Thus, our analysis turns out to provide a strong case in favour of 
what used to be called the cyclically balanced budget. 

Although we cannot pursue further here the complex issues raised by the 
burden aspects of counter-cyclical fiscal operations, we ‘hope to have suc- 
ceeded in showing how the tools we have developed may provide some in- 
sight into the problem. One point should be apparent even from our 
sketchy treatment: namely, that in so far as counter-cyclical fiscal policy is 
concerned, our analysis does not require any significant re-evaluation of 
currently accepted views. Yet, by reminding us that fiscal operations 
involve considerations of inter-generation equity even when used for 
stabilisation purposes, it may help to clarify some issues. It does, for 
example, establish a prima facie case, at least with respect to ad hoc measures 
as distinguished from built-in stabilisers, for a course of action that will 
minimise the “ deadweight”’ deficit and stimulate investment rather than 
consumption. More generally, considerations of inter-generation equity 
suggest the desirability of a compromise between the orthodox balanced- 
budget principle and the principle of functional finance, which might be 
couched roughly as follows: as a rule, the Government should run a “ dead- 
weight ” deficit only when full-employment saving exceeds the amount of 
capital formation consistent with the most favourable feasible monetary 
policy; and it should run a surplus, in so far as this is consistent with full 
employment, until it has wiped out previous deficits accumulated in the 
pursuance of this policy. 

Franco MopicLiani 

Northwestern University, 

Evanston, Illinois. 

1 These considerations, ¢.g., cast some doubt on the desirability of relying on personal tax cuts 
explicitly announced to be but temporary. For there is at least some ground for supposing that 
the temporary nature of the cut will tend to reduce the desirable impact effect on consumption and 
increase instead short-run saving and the (possibly) undesirable delayed consumption. 
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_ In the course of practical planning in underdeveloped countries there 
arises at some point the question of what the rate of saving should be. This 
may be, and probably usually is, solved by pushing it as high as is politically 
feasible. As an answer this indicates a serious theoretical lacuna, apart 
from other more concrete shortcomings. The rate is ordinarily much too 
low and can only be raised gradually. But how rapidly should it be raised 
and how high? Should the savings rate continue to rise, level off or even 
ultimately be reduced? As time passes the policies become easier to carry 
out, but the prescriptions become more disputable. A related question is 
“In what proportion should net capitai formation be divided between 
capital goods industries and consumer goods industries,” and it was discussed 
in this form in the early days of planning in the U.S.S.R. Increasing 
capital-goods capacity has great attractions, since machines to make 
machines involve growth in a way that machines to make, say, textiles do not. 
In fact, it is not difficult to show that by putting more capital into capital 
goods, consumption will ultimately benefit, even though at first it will be 
reduced; i.¢., by shifting resources from the one to the other we will at first 
have less, and then later more consumption, in perpetuity, than if we did not. 
Yet this proves too much, because then we can always use promised future 
consumption as a reason for not consuming now, which does not provide a 
satisfactory basis for policy. 

Ignoring all non-economic factors, we may proceed directly to the 
question: amongst those paths of economic growth which are possible, 
which is the best? ‘The answer is not as simple as the question, nor is it 
likely to be attainable in practice, even if we can define it. Yet it does 
seem helpful to have a clear picture of the optimal time shape as a guide 
to the directions in which policies may be modified. 

I 

To discuss this problem in all its generality, we must proceed at a 
drastically unreal level of abstraction. I shall assume the economy is 
completely planned, the planners taking the long view in the sense that 
they give equal weight to all events from now to a specified future date. 
Consumption is held to be the sole aim of economic activity. All con- 
sumption is equally desirable regardless of when it occurs (i.¢., any subjective 
time preference is explicitly rejected). The planners consider only con- 
sumption per head, thus ignoring any inequalities as well as, by implication, 
holding growth in numbers to be, by itself, no gain. Optimal growth is 


* The substance of this paper was originally presented to the Oxford-London-Cambridge 
Seminar on November 10, 1956. 
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defined as the maximum of welfare over a finite period, welfare being taken 
as per capita consumption valued in some manner. 

The labour force is growing at a given and constant rate. For realism 
it seems best to start with a considerable excess of labour, though this is not 
essential, since initially unemployment increases in realistic conditions. 
Capital goods are consequently the only scarce factor. 

The problem is to transform an economy characterised by the Old, low- 
productivity techniques into one consisting entirely of the New, high- 
productivity techniques. Therefore we have two distinct economies, though 
they contribute jointly to the common pool of real national product and 
they share the common inputs. Purely for simplicity the Old sector is 
assumed, to begin with, to remain constant in output, employment and 
capital. Hence in the early years the economic surplus comes from the 
output of the Old sector, and is ploughed back solely into the New. The 
resulting increases in output gradually make possible increasing accumula- 
tion, which will be coming in ever-greater proportion from the New sector. 
The Old sector is held constant until general unemployment ceases, and 
then the labour and (more doubtfully) the capital are rapidly transferred 
to the New. In reality both labour force and capital would be gradually 
run down by non-replacement during the whole process. 

Throughout the whole period each technique remains unchanged in the 
sense of maintaining constant average capital-output and labour—output 
ratios. Again solely for simplicity the capital—output ratio is taken to be 
the same for the two sectors. There is no question of diminishing returns, 
in spite of an awe-inspiring accumulation of aggregate capital relative to 
total labour, since capital, output and employment all expand in strict 
proportion in the New sector. We have thus a model with no technical 
change but rather a rise in the relative importance of the high-productivity 
as compared with the low-productivity sector. This corresponds to the fact 
that there is already available to underdeveloped economies a range of 
techniques which, when fully used, will vastly increase their average pro- 
ductivity. Should unforeseen new techniques become available during the 
change-over, the remainder of the process can be replanned, taking account 
of these new techniques. We are thus explicitly ignoring the question of 
whether or not the kind of techniques chosen should conform to the stage 
of development, a question which is of a higher order of sophistication and 
difficulty. This gives us ar upper limit to the period over which we can, 
with this model, do our maximising. When sufficient capital goods of the 
New variety have been accumulated to provide employment for all the 
unemployed, all the accrctions to the labour force, and finally, all those now 
employed at the Old techniques, then the change-over model ceases to be 
applicable. Since such a gigantic task is as much as, and indeed more 
than, any underdeveluved economy is likely to take explicit account of, it 
seems reasonable to iake this period as the duration of time over which 
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welfare: is to be maximised. The maximising period may be taken as 
shorter than this or longer, but in the latter case a second model must be 
used for the period after full employment under the New techniques. 

-» Inthe interest of simplicity, foreign trade, loans and gifts are all ignored, 
although ‘much: ‘of the surplus extracted from the Old industry —— be 
exported to acquire the capital equipment that it cannot produce. 
Seite aaaeka dicen acueassecsotinaciices « 
allowed for by taking an unusually high capital-output ratio. Intentionally 
I have not considered the possibilities of putting the unemployed to work 
with the Old techniques. The extent to which this can be done will vary 
so much from country to country that it seems little can be said about it in 
general. Also it poses no issue in the sense that the more it is donc, in such 
a@ way as not to decrease the surplus available, the better, since it will 
increase growth and raise living standards now and/or in the future. 

Leaving on one side any possibilities of increasing output through 
absorption of unemployment, the problem becomes one involving in an 
essential way inter-personal and inter-temporal comparisons of welfare, and 
as such involves an inescapable value judgment. Each act of investment 
involves an asymmetrical exchange of consumo tion now for output and 
possible consumption in the future. The simple comparison of pairs of 
dates will not do, because less consumption now means more output later, 
which is not simply comparable with consumption now. We have in turn 
to take the: future added output and compare consumption then with con- 
sumption at other still more future dates. The problem must be solved in 
one act; it cannot be dealt with bit by bit. The planners therefore require 
an unequivocal and quantitative set of valuations for various levels of con- 
sumption at different times. By our assumptions the scale of evaluation 
must be the same for all different times. The term utility is used to describe 
the unique scale of valuation and carries no other meaning. Given the 
technical possibilities, the planners can, by varying the time pattern of 
investments, vary the time pattern of consumption per head. If the 
planners have a quantitative and unambiguous set of valuations of con- 
sumption, then by comparing the sum of valuations for any two situations 
possible, they can always decide which is better. All possible variations 
must be tried until a time shape of consumption per head is found from 
which no possible variation will produce a positive net change in valuation. 
Some consolation for such heroic assumptions may be found in the fact that 
any industrialisation programme inescapably involves such valuations. It 
is surely better to make the basic valuation explicit, and hence consistent, 
than to leave it unstated and arbitrary. 


II 
Accordingly, we write for the labour force 
bao lg 
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where /, is the initial labour force and « its given rate of growth. The 
labour force is taken to stand for the whole population, with an average 
number of dependants for each labourer. Also let 


z=¢lt 


where ¢ is aggregate consumption and z that of the average or typical 
individual. Where no confusion can arise, z is referred to simply as con- 
sumption. To this consumption some sort of evaluation must be applied, 
because the transformation of the economy will make further increases in 
consumption progressively less urgent and hence less valuable. Therefore 
we define utility, u, as the valuation or weight put on consumption by 
decision of the state or the planners, and 


u = $(2) 


The planners must find amongst all possible z(f)’s, the one which will 
maximise the sum of these u’s. z is constrained by the limits of realisable 
output (capacity as determined by capital), by the inevitable growth of 
labour and, finally, by the basic contradiction that only by restraining z can 
it later, by capital accumulation, be increased. 

There is an essential time lag between investment decisions, the actual 
outlay on investment and the added output available from the resulting 
capacity. To simplify a complex matter, I shall assume that on the average 
the money is all spent at a point midway between the beginning and 
fruition of a project. All other lags are taken as negligible by comparison. 
As a unit period therefore, I take half the average time between the initial 
decision and the effective operation of the capacity. A 2-year period giving 
an average time of 4 years construction would seem to be a realistically 
long lag. 

By virtue of the assumption that we are making, i.¢., a scale expansion 
of an unchanged New set of techniques, we may assume a constant capital- 
output ratio ¢. The economy being planned, we may assume that output, 
y, is always at full capacity, and thus equal to k/o, where & is the quantity 
of capital. Our fundamental constraints are then given by 


y =k,/o 
%= 4+ ky, Se k, 
u = $(e/l,) 
ey 
Substituting the first equation into the second, and that in turn (together 
with the fourth equation) into the third, we get utility as a function of 
capital and time, 





a =4(" + pay Fe3) 
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The planners’ problem is to find that 4(#) which will render stationary, from 
the initial period to the final one, f, the finite sum 


Smits 


For this 
| E Fila)de, = 0 
is a necessary condition. 
Now de, = Ct Sel _ Epa _ 


But di, = 0, since no change in ¢ or y will change /. Hence our necessary 
condition becomes 





JT (1 + Ife)dk | oe 
ee 


The typical term in this series is 
[ - 4-1-4 $51 + to) [at 
t-1 t wl 


Because we are free to choose our dk,’s we can only ensure a zero sum for 
all possible variations in the dk’s by requiring all of the coefficients to be 
zero. If we can find a time series for which will nullify all these coefficients, 
then no small alteration of that time series will increase or decrease the sum. 
This, then, will be the stationary solution we seek. Whether it is a maxi- 
mum, a minimum or a saddle point must be ascertained by further 
7 , 1 , 
Hence, $ lh, — $1 - Wha = — ok ell, 
, l , 
or A(¢'dh) = —<b'dh 
This is the fundamental relationship which the planners must follow. I 
shall call it Ramsey’s Rule after its discoverer! (though here it appears 


slightly disguised due to /, and the staggering of its lagged effects). Given 
the fact that the labour force grows at a constant rate, we may write the 


result as 
, “( PRale 
$= (7) $'s~1 
Thus we get a simple first-order homogeneous difference equation with a 
constant coefficient, the solution to which is 


$s = $'o (st) 


* Economic Journat, Decembcr 1928. 
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so that even without knowing anything about our valuation function we 
know how its marginal value must behave throughout the whole process. 
From this it follows that, to obtain a solution, we do not need an explicit 
mathematical utility function. We may use any marginal utility function 
whatsoever, including simply a table of associated values of standard of 
living and valuation, derived from any empirical source or posited as a set 
of value judgments. It must, of course, be possible to interpolate between 
any readings, so that for any ¢’ we can always find the corresponding z. 
‘ ; : c 1+I/e 
After plotting $'(z), erect a straight line, A, with the slope ~-7—~ and a 
45° line as in Fig. 1. Given any initial value z,, we get, by descending steps 


> 











Serre 


between the two straight lines, the successive values of ¢’ for all future 
periods. This determines z, from the ¢’. 2, is not, of course, given, but 
must be found from the soluticn to the whole problem. 


k . « 
We ha sti —(1 + I/o)7' —; 
e have ss A (l + i/o) 7 i 


If we write «, for k,//, and remember that /,,, = (1 + «)d,, we get 
ok + Ved 
Mesa at ee i+ a 
In order to make the problem determinate we must specify two given 
boundary conditions (in addition to 4, and f). Obviously one of these is k, 
(and hence y,). The second cannot be Af,, since that is one of the variables 
we wish to solve for, nor can it be y,, since we can get high values of z by 
disinvestment at the end, but this makes no economic sense. Hence the 
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best choice seems to be a given final rate of investment, which will safeguard 
the future of the economy. Therefore the planners must choose some 
satisfactory final growth rate, 1 +. The boundary conditions are then 
given by kyand 


kyu = - + v)ky 


; +o 
: Beenie 424" tell 


The f must be chosen so that it is less than or equal to the time at which 
ne. Ve eee 
force with the New techniques. Writing @ for (1 + 1/c) ~ (1 +), the 
solution is 
ae $o ore 
+1 ~TieH Zee + Ko 


i.¢., the faltung sum, or convolution, of @ and z. In this form we may 
incorporate our second boundary condition. We shall have found a 
solution when, by trial-and-error methods, we have hit upon a time series 
of z, which satisfies the following equation: 


l 
if +) zy +30,.. = (i + ljo) x, 


We can be assured that there will be a solution in practice, if ¢'(z) tends 
to infinity at the lower end and falls monotonically to zero as z increases 
without limit—assumptions which are ordinarily made about the “ marginal 
utility of money.” 

By requiring our time horizon to coincide with the completion of 
industrialisation, we have in effect added another boundary condition 
(though one not inherent in the problem). This f may then be simul- 
taneously determined, along with our solution, from the relation 

Ky = tyo 
where ¢y is the labour productivity of the new techniques. To determine 
Z, and f by these relations is laborious but practicable. The severity and 
perversity of our conditions completely determine the nature of the solution. 
Poor generations are being asked to impoverish themselves in order to 
enrich later, richer generations. It is only within narrow limits that the 
productivity is sufficiently great to justify what is, after all, inter-temporal 
exchange the wrong way round. The later generations should subsidise 
the earlier, but because of the reality of the irreversibility of time, this 
cannot happen (if we exclude borrowing from abroad). We have so to 
choose our initial standard of life that the fall in the worth of goods will be 
balanced against the increasing abundance. For a poor community, we 
must begin high enough up on the marginal worth curve, so that z needs 
scarcely to increase at all whilst bringing down the worth of goods rapidly. 
This then allows the massive accumulation of capital which will permit of 
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the required rapid growth of z in the flat tail of the curve later on. Exactly 
how this works out depends on the surplus above subsistence available at the 
start, the capital—output ratio, the population growth and the length of our 
time horizon, f. To simplify matters we may reverse the logic and try 
various likely z,’s, in each case working out the implied optimal process until 
the rate of growth of output is cut back to our required terminal growth rate. 
Proceeding this way, we can always find a z, which will result in our required 
terminal growth rate at that point in time when we have completed 

The planners may determine the marginal utility curve im any way or 
may accept any sort of directive about it. Purely for illustrative purposes 
I propose to determine an “ empirical” curve by committing a quite 
illegitimate reversal of Irving Fisher’s well-known proposal for determining 
a just income tax. It will be remembered that he proposed to use his 
measurements of the marginal utility of money for determining that tax 
structure which would impose equal psychic sacrifices. Per contra, if we 
assume we have such a just income tax, we may infer from it what the 
marginal utility of money is. Fisher’s formula! needs altering so that it 
goes to zero for infinite income taxed at a marginal rate of unity. This will 
be so if we assume 


$2) =F" 


where 7(z) is the marginal tax rate by income class, z. For 7(z) I shall 
take a freely adapted version of the United Kingdom marginal income-tax 
schedule, 1953-54, for a married couple with two children, I assume that 
some rather abrupt changes, made for administrative convenience, may be 
smoothed, i.¢., at the abrupt beginning and at the transition from standard 
to surtax rates. Also I have freely interpolated graphically. A zero rate, 
and hence an infinite marginal utility, is assumed at £375 with a smooth 
transition to the actual rate of 0-20 for £725. 

The best way to see the problem and its solution is to take a specific 
example. All rates are given in annual terms, but last in each instance for 
two years (and are most easily calculated in biennial rates). The hypo- 
thetical community has a labour force of 10, of which only 6-5 = v are really 
essential and 3-5 = u are in some sense unemployed. Initial output is 100, 
so that crude productivity is 10. True productivity, e,,is 15-4. The labour 
force is rising at 2% per year. The initial standard of living, zy, will be 
near the crude productivity, but it must.not be greater than 9-3, or else 
there is no possibility of industrialisation, since capital per man will be 
falling. Assuming that there is little “free” surplus, we may take the 
minimum of subsistence to be Z = 9-15. This minimum may be physical, 


1 “ A Statistical Method for Measuring ‘ Marginal Utility and Testing the Justice of a Pro- 
gressive Income Tax,” in Economic Essays in Honour of John Bates Clark, p. 186. 
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or moral, or political, but it is a very real thing in that it is that level below 
which the standard of living may not, under any circumstances, be pushed 
by a rational planner. To translate our hypothetical psychic income 
evaluation for the United Kingdom into one appropriate to our impoverished 
community, we simply equate £375 to 9-15. The capital—output ratio is 
taken te be o = 3-5 years, which is rather higher than usual but may be 
held to allow for the fact that, since we are omitting any government 
accounts, some development expenditure not usually classified as investment 
will be included. The Old and the New capital-output ratios are taken to 
be equal. Being in a planned economy, output is throughout taken as 
using full capacity. Therefore k, = 350. The New labour productivity is 
ty = 125, about eight times the Old, which is broadly realistic. When the 
change-over is completed, capital per labourer will be x, = eyo = 438. 
The terminal growth rate required is 5% per year, but it must not be 
expected that we can achieve exactly this over a period as long as the last 
two years. It is in fact brought to 6-5%, but would have become negative 
in the next biennial period. For the final period I have simply inserted the 
amount of consumption which would give a 5%, growth in the succeeding 
period. None of these data are empirical nor do they apply to any country. 
But they are, I think, of the right order of magnitude, and thus constituted, 
we have a “ real” as opposed to an imaginary problem. 

Given. these structural conditions and boundary values, we seck that 
initial level of consumption, z), which will lead to complete industrialisation 
with the required terminal growth. If we set z, 9-17 the progress 
will be carried out optimally in approximately 38 years. The detailed 
behaviour over the whole change-over is given in Table A, and the most 
important control factors in Fig. 2. 

The general nature of the policy prescription is clear—severe restraint on 
consumption for the larger part of the period and full relaxation towards 
the end. Such a policy is a rational consequence of the advantages of 
exploiting the technological possibilities. The harshness towards the 
present generation results in spite of giving exactly the same weight to its 
desires as to those of future generations. So great are the gains that we are 
fully justified in robbing the poor to give to the rich! The considerable rise 
in aggregate consumption (col. (3)), is to begin with largely required for the 
rising population, but some modest rise in the average consumption (col. (8)) 
does occur right from the start. Consumption per employed worker (col. 
(9)), which might be taken as a measure of the real wage-rate, is allowed to 
rise somewhat more rapidly, but these gains are in part dissipated in the 
earlier periods by the continuing growth in the parasitic population, u. In 
spite of the violence of the capital accumulation effort, unemployment proves 
to be highly intractable because of the low labour requirements of the high- 
productivity techniques being introduced. It should be added that the 
problem of variation of techniques according to the level of development 
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has been excluded by hypothesis. In a broad sort of way the model is in 
agreement with the experiences both of the Soviet Union and of the 
capitalist countries. Standards of living remain low for a long time after 
the commencement of industrialisation. Furthermore, there is a persistent 
tendency to surplus labour, which is always observed. 
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This model, like many others, is an exercise in compounding, but it is 
strikingly different from the “ balanced growth ” models which have been 
widely used in analysing economic development. Such models imply a 
constant percentage growth rate, whereas here we have the rate, Ay/y, 
beginning at 2-5% and rising steadily to 18% per year and then falling back 
close to the required terminal growth rate of 5% (Table A and Fig. 2). 
Similarly, it is to be contrasted with the practice, both in model building 
and in the conduct of high policy, of posing the problem as one of pushing 
up the savings ratio to some “ satisfactory ” or “ best” level. The savings 
ratio, starting at 8%, undergoes a rapid acceleration to a maximum of 





61-5% of net national income. Thereafter it decelerates rapidly to 17-5%. 
Pachaps‘the mast tracial indicator és-the:implied:-marginal propensity to 
save, As/Ay—it is: “ implied,” since ‘saving is determined by planning 
decision rather than any voluntary behaviour patterns of income receivers. 
As in any poor community, the average saving ratio is unduly low, but the 
marginal ratio may be put as high as population growth and Ramsey’s Rule 
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will permit. It begins at 20% and rises steeply to 79%, after which it falls 
to a negative value (i.c., income is rising whilst savings, though positive, are 
falling). ‘The marginal savings ratio contains also the vital information of 
what proportion of new capital goods must be ploughed back to the capital- 
goods industries. If we call the additional capital required in capital-goods 
industries Ak,, then its ratio to the total capital required is Ak,/Ak, which 
will be equal to oA(Ak)/cAy. We see that this ratio is equal to As/Ay, since 
s = Ak. The same ratio will also tell us to what extent we are doing pure 
compounding at a constant rate. Thus, if aggregate consumption were 
kept constant we could take the initial amount of saving and turn it into 
added income, all of which in turn would be saved, and so forth. The result 
would be growth in net income at over 50% compounded every two years, 
or about 25%, compounded every year. As has been recognised since the 
eighteenth ‘century, long-term compounding produces spectacular results, 
and at such ultra high rates it does so even in short periods. And yet this 
25% rate is, if anything, on the conservative side, since a capital—output 
ratio (on which it is based) of 3-5 is rather high, and hence inhibits growth. 
However, we only compound at the 25% rate to the extent that we plough 
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back capital goods to capital-goods capacity, i.c., we make machines to make 
machines to make more machines and so on. The ratio As/Ay tells us the 
best proportion in which to do pure compounding, assuming that our aim 
is the psychic worth of consumption and not mere size of total output. The 
degree to which, in practice, one can hold down the standard of living in 
the early stages is of crucial importance, but also highly intractable. What 
is required is that, as the unemployed are equipped, set to work and paid 
wages the incomes of the families or communities in which the unemployed 
were previously parasitic must be reduced so that they do not gain by being 
relieved of their non-earning members. This represents a degree of control 
which no actual state could achieve; it is also the norm to be aimed at. 
Evidently authoritarian governments have a much greater ability to 
approximate to the norm. 

It is interesting to note that though subjective time preference, if it exists, 
has been explicitly rejected as a guide to policy, future goods become less 
desirable per unit, as a direct consequence of the known and foreseen rise 
in living standards. Therefore no rational individual would lend money 
for future repayment and consumption except at a positive rate of interest. 
If free to do so, a consumer would be willing to lend at any rate of interest 
greater than 

1+ 1/e 
i+a 


and this remains constant throughout the process. In this example it is 
about 23% per annum. This supply price of funds exists in spite of perfect 
foresight and no subjective undervaluation of the future. In accord with 
Schumpeter’s analysis, the supply price would be zero in a stationary state. 
This should help in explaining the long-run constancy of interest rates in 
capitalism. The remarkable fact is that the constancy of the subjective 
interest rate is consistent with massive accelerations and decelerations in the 
growth rate of output, showing that interest rate and growth rate need not 
be closely related. 


Ill 

To get beyend the elegant generality of Ramsey’s Rule, it is necessary to 
specify some sort of valuation function. In the previous section 1 have 
shown how this may be done for an arbitrary weighting function by a 
numerical analysis which is somewhat laborious and cumbersome. On the 
other hand, an appropriate mathematical function will allow of an explicit 
solution with all its advantages. The logarithmic utility function is the 
oldest, and it is also the simplest one to contain the required characteristic 
of diminishing marginal utility from infinity to zero, over the whole range 
of incomes. Assuming this, we have 

u = $(z) = log (z — 2) 
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. $'(2) = 1/(z — 2) 
Our solution for the behaviour of $’(z) now becomes 
1 tite 
naa =¥(T A) 
or in terms of consumption, with C an arbitrary constant 
“4 = Cl + Ife)t + 2Zi,(1 + a)* 
If now we substitute this back into our original equation we get 
—Ak + k/e = C(1 + Ifo) + Sil +)! 
the complete solution to which is 
k, = (A + Bé)(1 + Ifo) + 2,(1 + a)* 


A and B are arbitrary constants with C = —(1 + 1/c)B. A may be deter- 
mined from the initial stock of capital and B from the desired terminal 
growth rate. If we agree to select the final biennial period, f, by the 
requirement that the New capital goods must be sufficient to employ the 
whole population, we have, in effect, a third arbitrary constant and a third 
equation to determine it. We must determine f simultaneously with A 
and B, since we cannot determine them until we know it, and it until we 
know them. This can be done iteratively 

The subsistence minimum, 2, is naturally very important in determining 
the time required for an optimal change-over. There may be no clearly 
defined minimum, so Z cannot be taken as given. In such a case we might 
make a political decision that the change-over must be accomplished in f 
years, and from this determine what mimimal z is to be specified. Indeed, 
the strong desire to “‘ catch up” may legitimately be used as an argument 
for-persuading the present generation to sacrifices it might otherwise violently 
reject. In the example to be discussed below, if subsistence is 8-95 it will 
take 70 years to change over, but only 40 years if subsistence is 7-50. There 
are, however, severe limits to the choice, for to get the time down to 30 years 
would require a subsistence of 3-70, and, at the other end, a subsistence of 
9-00 would mean that the change-over could never be completed. 

For the second example I shall take the extremely high value of 5 years 
for the capital-output ratio, c. In this way we pose the most severe 
difficulties for a planned industrialisation, so that any optimism in the result 
cannot be charged to favourable assumptions. Otherwise all the structural 
data are as in example A of the previous section. However, the economy 
must be more productive initially with relation to the subsistence minimum. 
Accordingly, 2 is taken to be 7-5 in example B. The change-over will be 

completed in 40 ye:.rs, which is, then, the period over which 
utility is to be maximised. The details of the required behaviour are given 
in Table B and Fig. 3. 
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In spite of a completely different kind of utility function and a vastly 
pen te NR 
qualitative prescriptions for cases A and B are the same. 
srétatiauneindlteetinledeatite dananamenialdes endieaameioden 
accelerated and then decelerated. The quantitative behaviour differs, 
naturally, in detail because of the great differences in the real structure. In 
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example B the marginal savings ratio begins much higher, does not need to 
be pushed quite so high and turns down sooner. Similarly, the savings 
ratio has a much less sharp peak and somewhat less extreme behaviour in 
B than in A. The growth rate begins higher, rises sooner, but therefore 
does not need pushing to such great heights as in case A. The wage-rate 
(col. (9)) can be allowed to drift upward more rapidly, but not strikingly 
so, in B than in A. Altogether B can take it more easily than A because it 
is richer, as would be made clearer if the subsistence minima were equated, 
instead of the outputs. Perhaps the most striking uniformity in the ideal 
policy for these two quite dissimilar countries is the total length of change- 
over, 38 years in the one and 40 years in the other case. 
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Not only is:it possible to analyse the logarithmic utility valuation (and 
all, constant multiples of it), but we can go much further and consider a 
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degree of fall in the marginal utility of noney. Thus we may consider the 
much more general case of 


¢'(z) = ea 


where ¢ is positive but may take on any value from zero to infinity, reducing 
to our previous result fore = 1. For ¢ < 1, the marginal value of future 
higher incomes will lie above our previous case, approaching a constant for 
values near zero. If ¢> 1, future income is less prized. The solution, 
which is naturally somewhat more complicated, is 


k(t) = Ab + Bit + - a! 


Zp 
lex 
where bal + If, ha Otek, @ ee 
Also C(t) = (6 — BBA + zig! 


In this way we may investigate a very different valuation curve, given by 
« = 1/5. . In this example C, the marginal utility curve, lies well above that 
of B for most of the range that matters, and that of example A lies somewhere 
in between the other two. Thus, we shall have samples of a very wide 
range of different valuation curves. Otherwise everything is as in B except 
that Z, at 8-75, is taken very near the critical limit of 9-00, above which the 
change-over cannot be effected, This means that accumulation is painful; 
on the other hand, it is urgently desirable, since « < 1 means that the gains 
from postponing consumption are much greater. These two effects seem 
partially to cancel one another, for we find that the industrialisation will be 
completed in an optimal way in about 41 years, almost equal to B. The 
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detailed results, given in Table C and Fig. 4, are broadly similar to those of 
the other two examples, but with important differences of degree. The 
combination of a high capital requirement and low available surplus with 
a high psychic value of future high incomes means that the change-over is 
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an extremely difficult affair. Thus the standard of living is scarcely allowed 
to rise at all until nearly the end of the process (which is not quite terminated 
by the fortieth year). The severity of the effort required is shown by the fact 
that in the years 28-30, 95%, of the increased output is ploughed back into 
capital goods (col. (11)). Unemployment (col. (7)) proves to be more 
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intractable than in A and B, becoming nearly as great as employment 
around the twentieth year. One consequence of the stringency is that the 
average wage rate (col. (9)) actually declines between the years 20 and 32, 
though ‘the standard of living does not. This results from the lowering of 
the burden of parasitic unemployment. No such behaviour occurs in either 
Aor B. However, by comparing Fig. 4 with Figs. 2 and 3, we see that C 
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is qualitatively the same as the others. The specific features of A and B are 
all found here only in more extreme form. 

Differing in essential ways, these three different types of model all share 
the same qualitative policy implications, i.c., extreme constraint on con- 
sumption per head in the early years and relaxation in varying degrees 
later. Such unanimity gives support to the supposition that this pattern 
represents a generally applicable ideal in the direction of which all develop- 
ment policies should be modified. Somewhat less clear are the implications 
of the fact that all three change-over processes require the same absolute 
amount of time. It is difficult to know to what extent this is accidental and 
to what extent there is a kind of rough optimal time-constant for industrialisa- 
tion. To some extent any monotonically decreasing valuation of increments 
of income does impose rather severe restrictions on rational policy. There 
tends to result some uniformity of pattern in accumulation, which, com- 
bined with the violence of prolonged exponential growth, docs perhaps 
yield some tendency to a common duration even under rather various 
circumstances. 

The darkest aspect of all this is the basis of the social evaluation of 
different income levels. Such a comparison cannot be made on any 
scientific or positivistic basis, but only by an act of political judgment. The 
difficulties involved are, however, no ground for evading the issue. Any 
policy, or worse still any lack of policy, involves the most thoroughgoing 
comparison of the welfares of the living and of the unborn. Failure to 
pursue a severe rate of accumulation is compromising the welfare of those 
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who have no direct say in current decisions. The difficulty of making these 
value judgments is vastly increased by ignorance of what are the objective 
consequences of any action or inaction. Working out the consequences of 
help in arriving at some more rational basis of policy than at present. 

It is urgent to see the problem in its full awkwardness. To justify the 
robbing of poor now to pay the rich later is not easy, but it is implied by 
the enormous productivity of modern techniques. It is the instinctive 
recognition of this fact that makes all the underdeveloped countries so 
anxious to undertake what can only be an arduous and initially painful 
process. The basic factors that condition an optimal change-over are the 
existing achievable output, the minimum level at which consumption 
standards can be kept and the more or less arbitrary weights attached to 
the higher levels of consumption whenever achieved. Barring absurdly low 
values, some violent process of capital accumulation of the type illustrated 
is the ideal. The simplifications of the model give an unduly sharp outline 
of the ideal policy, but its general character is surely a sound guide to policy. 


IV 
Our problem is properly one in the calculus of variations, and may be 
so treated with a gain in elegance but with a loss of realism. We have to 
drop the lag between investment and capacity, a matter of great practical 
importance in planning. Keeping all the other assumptions, the planners 
must seek, amongst all possible z(#)’s, the one which will maximise 


[wear 
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Therefore they seek that time series, y(#), which, when altered slightly, will 
leave unaltered the value of 


[ $19.9, 014 


The necessary and sufficient condition for the stationariness of this expression 
is given by Euler’s equation, 


#e)% = toe) 3% 
which, in this case, reduces to 
1s’ = — (I/e —a) 


which, in slightly different form, I have called Ramsey’s Rule. 
If we assume a logarithmic weighting function, then 


$(z) = log (z — 2) 


No. 284.—VOL, LXx1. 





74% 0% 5) mo THE RCONOMIC JOURNAL 
entrances: sare which renders stationary 
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5 Boles equation, we get the elution 
a = Oe tty ee 


where Y, and’ ¥, are arbitrary coustants.to.be determined by such boundary 
as we choose, This is the continuous analogue of the finite 

difference solutions given above. 
To. show. the similarity with, the previous cases, we may construct an 
example under sill more different conditions. Let us assume the following: 
ratiog =: 4 years, the rate of growth of labour force « = 1%, 
ly = 10, Yo. = 100, Z =:9 and the productivity, of the Old techniques 
&, =, 15-4 and of the New ey = 333... Requiring a terminal growth rate of 
5% per year, full employment is reached in around 23 years and the whole 
labour force is equipped with the New techniques in between 34 and 35 
years. Taking f = 34 years, we may determine our arbitrary constants, 


“ee 


iS 2 eta rt 


y(t) = (6-25 —0-1602)2 + 93.7501 


The details are given in Table D. In spite of a population pressure only 
half as great as the others, D requires only 4—6 years less to complete change- 
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over. We again find the same patterns of marginal and average saving, 
the marginal rate beginning at over 50%, (col. (7)). The result again gives 
support to the view that the general policy prescriptions are not very 
dependent on the particular assumptions about social valuation, capital- 


output ratios and the like. 


Peterhouse, 
Cambridge. 


R. M. Goopwin 





A FOR ae aeetts THE EFFECTS OF 
CAPITAL ACCUMULATION AND SHIFTS IN 
PRODUCTION. FUNCTIONS. UPON GROWTH IN 
LABOUR. PRODUCTIVITY 


I. Lyrropuctory 

In many recent analyses of economic growth attempts are made to 
separate the growth effects of increased labour input, capital accumulation 
and shifts ia the production functions.. Very often such studies have con- 
cluded that the main part of the growth of production is due to shifts in the 
functions rather than to vrowth in input of traditional production factors. 
In particular, it is often. concluded that capital accumulation plays a far 
smaller vole than previous|y believed. (A survey of some of these studies is 
given in G. Reuss [9].) 

I have argued on another occasion (see [5], pp. 158-63) that I do not find 
these conclusions quite convincing. 

One of the problems in empirical growth studies is that of obtaining 
appropriate statistical information about capital accumulation. Usually the 
figures used-do not correspond to the definition of “ capital ” which would be 
most relevant for analyses of production,! and the figures are unreliable also 
as measurements of what they should measure according to their definitions. 

For this reason among others it may be interesting to see whether any 
conclusions concerning the above problem can be obtained without employ- 
ing capital fizures. In the following a method is presented which employs 
only figures for income shares and increases in labour productivity. Of 
course, this can only be achieved at the cost of introducing some more 
restrictive theoretical assumptions. 

The method cannot be applied to single industries. It requires cross- 
section data for a set of several industries, 

In the final section the method is applied to statistical material for British 
industries presented and used in W. E. G. Salter [10]. The reading of Dr. 
Salter’s study has stimulated the writing of this paper. 


II, THe THEory AND THE METHOD 
Let there be J industries (i = 1, 2, . . . J) under consideration. Let the 
production function for industry No. i be the Cobb-Douglas type 
(1) Xy = Ag Ny" Ki (@=1,2,...0), 
where X,, measures production in period No. ¢, N,, measures labour input 
and K,, measures capital input, We need not here concern ourselves with 
1 See the discussion of “ Capital as a Factor of Production ” in Part I of T. Haavelmo [1]. 
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the precise definition of the capital concept, since we shall not use statistical 
figures for the stocks of capital in the empirical analysis. 

_The elasticities y, and {, are assumed to. be constant with y, + 8, = 1, 
whereas the factor A,, may generate shifts in the production function and is 
therefore furnished with subscript ¢. This amounts to saying that there are 
constant returns to scale and technological progress is neutral. Furthermore, 
(1) implies that the elasticity of substitution is unity." 

We shall here use only two years, which we denote ¢ = 1 and ¢ = 2 in the 
formulz below. They need not, however, be consecutive years. In the 
application in the final section the first year is 1924 and the second year is 
1950. 

From (1) we obtain for the labour productivity which we denote by a, 


(2) ty =H = uN? Ka! = a HE) 
The labour productivity in period No. 2 compared to period No. | is 
accordingly 
Gy Aga (Kea) Nig\ Bi _ Ata ( Kia/K 
® aa 7 da (KgNa) ag (RNe) 
This relation shows how the increase in labour productivity depends upon 
the shift in the production function as expressed by A,,/A,, and the increase 


in capital per worker. 
Now let W,, be the wage rate in industry No. i in period No. ¢ and let R,, 


express the costs which are associated with the use of one unit of capital. 

Assuming that producers minimise total costs (for whatever quantity they 
may produce) and that they consider W, and R, as given magnitudes in this 
minimisation, we obtain the condition 


WuNy Rak 

4 Wada _ Kahu 

@) % fa 
Using this for ¢ = 1 and ¢ = 2 we further obtain 


® tee 


(6) Ky2/ Neo __ W,/ Wa _ 

Ka/Ny RoR 
in which w, is defined by the latter equation and may be called for simplicity 
the relative increase in wages. We have w, > 1 when: (a) real wages have 
increased; (6) the prices of capital goods have not changed too much out of 
step with prices of consumption goods; and (c) the rate of interest required on 
? Some tentative results in an unpublished study by K. J. Arrow, H. B. Chenery, B. S. Minhas 
and R. M. Solow suggest that the elasticity of substitution between capital and labour in manu- 

facturing may typically be less than unity. 
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investment in real capital has not increased too much from period No. | to 
period No. 2. 

We shall now make a crucial assumption, in fact the assumption which 
makes it possible to use a cross-section material for our present purpose. 
The assumption is that the relative increase in wages is the same in all 
industries, i.¢., 


(7) Wy = Wy =...=u=w 


where w now denotes the common value for the ,’s. 
This assumption is valid if there exists a wage pattern 


et Wes. cs tee 


which remains constant when the wage level is raised, and similarly there 
exists a constant pattern for the capital costs. 

Empirical evidence seems to indicate that such a constant inter-industrial 
pattern exists for wages, see, ¢.g., W. G. Hoffmann [2]. For remuneration 
to capital there is hardly any relevant evidence available, but it does not seem 
unlikely that a fairly fixed pattern should exist also in this case, although it 
will probably exhibit some cyclical fluctuations. 

However, (7) may be valid also when the patterns W,: W,:... : W, 
and R,:R,:...:R; are not constant, provided that they change in a 
parallel way. Such cases may occur if both labour and capital share pro- 
portionately in gains from changes in market conditions for some industries. 

Inserting now in (3) from (6) and (7) we obtain 


ye 
(8) % <7. 


Introducing 


(9) «; = log (32) 


we can write (8) as 


(10) log ($#) = (log 8 + « 


This equation forms the basis of our method. 
Suppose that we had a cross-section of material showing 2° “ts sand 8, for the 


individual industries i = 1, 2,... J. Could we then fit (10). oe the observa- 
tions and obtain a figure for les w, and by that also figures for ¢,, . . . e, as 
residuals ? 

Without making more assumptions than introduced above, we cannot 
solve this problem meaningfully. However, if we are willing to assume that 
£1, ».. - ¢; are uncorrelated with 6,, .. . 8; we obtain the solution by simply 
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opk wot beige’ ae ary Teast squares regression of log ( “Yon 3 In the 


lind Wl eninielehinvidesosioe: this'paint ie-chaiy perhagé be worth while'to do 
some tentative explorations on this assumption. On a priori grounds | think 
one should not expect any strong correlation (within manufacturing industry). 
In this regression we should, of course, include a constant term. The 
constant term obtained can be. interpreted as an (unweighted) average of 
progress within the group of industries under consideration. 

Now usually we do not know such figures as §,, . . « 8;. However, if we 
assume that W,N, 4+ 2,X, constitutes the whole value added in industry 
No. i, as it would under competitive conditions,* we can derive from (4) that 


411) = the wage share in value added, and 
6, = the capital share in value added. 


Af we have figures for the income shares we could then proceed as above, 
only with the capital share in industry No. i substituted for the ,. In this 
case the regression problem would not be so simple any longer, since there are 
bound to be deviations from perfect fulfilment of equations (4) and (11). 
However, if these deviations are small as compared with the deviations. of 
By -.- - By we may still obtain a good approximation by computing the 


regression of log () on the observed capital shares. 


It may be remarked that discrepancies in such adaptional equations as 
(4) are insufficiently treated in econometric literature. See, however, J. 
Marschak and W. H. Andrews [8]. 

If w were known from other sources, we could, of course, avoid the whole 
regression problem.’ However, relevant evidence on changes in returns to 
capital is very scanty and unreliable. Nevertheless, the fact that the 
regression coefficients can be interpreted as an estimate of log w offers a 
possibility for a plausibility check of the results. Remembering what was 
said just below formula (6), we should expect w > 1 and accordingly 
log w > 0. 

1 Let (10) be written as 

w= OB + % 
where ys = log ($*) and a = log w, and let j denote the average of y,, . . . yz and similarly for 2 
and é. The assumption that «,, . . . « are uncorrelated with B,, . . . By is expressed by the require- 
ment 
E(B; — B) (a — 4) = 0 
Inserting here y, — «A, for ¢ and § — af for é, we obtain 
_ 26.-—B (w-P 
TB — 
which is the formula for the least squares regression coefficient. 

* It may be remarked that the above procedure is justified also under non-competitive conditions 
if the monopolisation is reflected only in a claim for higher returns to capital. 

* Compare the computatians in W. E. G. Salter [10], pp. 138-40. 
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ITI, An AppuicaTion 

We shall now apply the theory and the method presented above to a 
United Kingdon: inter-industry survey based upon Census of Production 
ion al a E.G. Sal Salter [10].. For several 
reasons to be indicated later the computations should be considered only as a 
very rough experiment, 

The survey covers J = 28 industries selected on the basis of the quality of 
the data, and the two years compared are 1924 and 1950.' 

Figures for the increase in labour productivity, in our notations 7 for 

1 
i = 1,... 28 are given by Salter in Table 14, p. 107. 

In Table 18, p. 121, in Salter’s study are given components of gross value 
of output. The components given are Materials, Wages and salaries, and 
Gross margins. If materials are connected with output by constant input- 
output coefficients we can add the components Wages and salaries and Gross 
margins and consider each of them as shares of the sum, and then identify the 
latter share with what we have called the capital share. 

However, We can compute such shares both for 1924 and 1950. I there- 
fore choose the average of the shares for the two years as the figure to be used 
in the sequel.? 

On this basis we obtain a scatter diagram. as presented in Fig. 1. It is 
seen that the points do not cluster around a line as we usually like them to do 
in regression analysis. However, this does not in itself give any reason to 
doubt the theory. It only means that there are large inter-industry varia- 
tions in the rate of technological progress. 

Computing the regression equation we obtain the following equation 
corresponding to equation (10) above: 


(12) log ($# )- 0-266 8, + 0-080 


(This equation is represented by the heavy line in Fig. 1.) Here 0-266 
represents log w and 0-080 represents the average technological progress as 
explained above. 

Taking the antilog of 0-266, we obtain 1-845 for w. 

The constant term 0-080 in (12) implies that the production functions 
have on average shifted positively by about 20% from 1924-1950, which 
means 0-7°% per year as a compound interest, 

If we should now ascribe the increase in labour productivity to the two 
factors growth in capital per worker and shifts in the production function we 

1 The ‘industries included are given in footnote 1 on p. 780. 

® For some sectors the shares in 1924 and 1950 differ so widely that the straightforward regression 
procedure proposed in Section II and applied in this section might be seriously questioned. A 
closer scrutiny of the figures would therefore be desirable. Partly for this reason, I shall in the 
sequel restrict myself to presenting and commenting upon average results and not results for in- 
dividual industries. 
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would have the following picture for an industry with 8 = 0-50, which is 
above the average in the sample. The first factor accounts for a 
h in labour productivity of 36% (antilog 0- 133 — 1), the second for 20%, 
;0-080 — 1). The total growth would be 63% (antilog 0-213 — 1), 

thus leaving 7% for the interaction between the factors. 
Now Dr. Salter makes the interesting observation, which confirms results 
by others, that “ the significant increases in output per head have invariably 


(in which a, = labour productivity in 1924 
and a=labour productivity in 1950) 
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accompanied large increases in output.” This does not necessarily invali- 
date the above computations. However, if the e’s are correlated with the 
increases in output, and further the increases in output are correlated with 
the #’s, then one of the assumptions underlying the above computations is 
clearly not fulfilled. It might therefore be safer to take into account in some 
way or other the empirical fact pointed out here. I have done that by 
dividing the 28 industries into three groups: the first group comprising the 
9 industries with the highest increases in output, the second group comprising 
the 10 industries with middle increases in output and the third group com- 
prising the 9 industries with the lowest increases in output.1 In Fig. 1 the 

* The first group includes Electricity generation, Rubber manufactures, Chemicals, Cutlery, 
Steel tubes, Glass (containers and other), Cement, Wire and wire working, Paper and board. The 
second group includes Paint and varnish, Spirit distilling, Iron and steel, Brushes and brooms, 
Hosiery and knitted goods, Linoleum, Cocoa and confectionery, Brick and fireclay, Coke ovens and 
Blast furnaces. The third group includes Leather, Matches, Boots and shoes, Brewing, Tinplate, 
Cotton (spinning and doubling), Coal-mining, Wallpaper and Jute. 
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contour lines separate the three groups. I then computed a new regression, 
but now allowing the constant term to be different as between the groups.' 
The coefficient before 8, is still assumed to be the same for all groups, i.¢., we 
assume the relative increase in wages to be the same in all groups. The 
results are as follows: 
0-288 for group No. | 
(13) log (3) = 0-161 6, + 4 0-098 for group No. 2 
“a 0-007 for group No. 3 
This formula is represented by the dashed lines in Fig. 1. 

By this computation we obtain 0-161 for log w instead of 0-266 as in (12). 
Correspondingly we get for w the figure 1-449 instead of 1-845. The 
difference is considerable. However, I think the picture shown in Fig. | 
conveys the impression that the latter computation is perhaps the more 
satisfactory of the two. No formal test is necessary to make sure that the 
constant terms in (13) are significantly different.* 

For an industry with 8 = 0-50* and an average technological progress 
within its group we would now have the following breakdown of the total 
growth in labour productivity from 1924 to 1950: 





_ 
| Growth accounted for by: 





Total growth, 
shin ta the eave We of %. 
ion | (1) and (2), 


production 
function, %. x, 


Group No. 1 94 20 134 
Group No, 2 25 6 51 
Group No. 3 2 _ 22 




















This assigns to the effect of technological progress (as a catchword for 
all determinants of shifts in the production functions) a more important role 
than did our first computation. Still the growth in capital per worker does 
not appear to be unimportant. 


IV. Concitupinc REeMARKs 
I have previously, in [3] and [4], criticised the application of traditional 
production functions with technology trends such as (1) above and suggested 


1 Actually the computation was carried out by means of so-called dummy variables. For simple 
formule for such regressions, see [6]. An alternative to the above procedure would be to include 
the growth of output as a separate variable. We would, however, have no indication as to how it 
should be introduced and treated statistically. 

* I have computed as a matter of routine the standard deviations for the coefficients before 8, in 
(12) and (13). They are 0-185 and 0-109 respectively. However, they do not answer any really 
meaningful question in our context. We are interested in what the technical progress actually was 
in the industries considered between 1924 and 1950 and not in a hypothetical universe from which 
these might be considered as realisations. 

% The average capital share is in fact 0-44 in group No. 3 whereas it is very near to 0-50 in the 
two other groups. 
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am alternative approach which assumes that new technological knowledge 
can: be exploited only when it is embodied in new capital equipment. A 
similar theory is set forth by Dr. Salter in Part I of his book. Also Professor 
Solow pursues a-similar approach in [11]. He also demonstrates by means 
of numerical examples the importance of the point. 

It is only because suitable statistical information for this alternative 
approach is not available that I have here used traditional production 


I should finally like to remark that I think the alternative approach men- 
tioned here constitutes the best answer to Mr. Kaldor’s contention in {7} that 
it is not meaningful or useful to try to separate the influences of technological 
progress and capital accumulation. 


The University, 
Oslo. 


Lew JOHANSEN 


REFERENCES 
oe Jaoeneinn, A Study in the Theory of Investment (Chicago University Press, 


Ww. rs offmann, ** On Forecasting Productivity Changes in an Expanding 
Economy,” International Economic Papers, No. % 
L. Johansen, “‘ Substitution versus Fixed Production Coefficients in the 
arg of ——— Growth: A Synthesis,” Econometrica, April 1959. 
no. 
L. mee “ Investeringsrate og Vekstrate,” Ekonomiska Samfundets Tid- 


L. = tg “A Multi-Sectoral Study of Economie Growth, Contributions to 
XX1 (North-Holland Publishing Company, Amster- 
dam, 1960). 


L. Johansen, “ A Note on Regression with Dummy Variables,” Memorandum 
the Institute of Economics at the University Oslo, December 17, 1960. 

N. Kaldor, ‘* A Model of Economic Growth,” Journa., Decem- 
ber 1957, Vol. LX VII, No. 268. 

Jj. Marschak and W. H. Andrews, ‘Iie ‘ Random Simultaneous Equations 
and the Theory of Production,” Econometrica, July~October 1944, Vol. 12, 
Nos. 3 and 4. 

G. E. Reuss, Produktivitéitsanalyse (Kyklos-Verlag, Basel, 1960). 

W. E. Os Salter, Productivity and Technical Change (Cambridge University 

R. Solow, ” Investment and Technical Progress,” in Mathematical Methods 
in the Social Sciences 1959, edited by K. J. Arrow, S. Karlin and P. Suppes 
(Stanford University Press, 1960). 





REVIEWS 


Production of Commodities by Means of Commodities. Prelude to @ critique of 
economic theory. By P. Srarra. (London: Cambridge University 
Press, 1960. Pp. xii + 99. 12s. 6d.) 


Tae publication of this book is a notable event. Mr. Sraffa’s work is 
reasoning has a beautiful elegance. It is often extremely condensed. This 
is one of those rare books that, despite being inherently difficult, gives the 
reader pleasure 4s he proceeds, page by page. 

Mr. Sraffa’s volume makes a new approach to certain central parts of 
economic theory. A reviewer would be presumptuous if he supposed that 
he could give a final assessment of the value of its net product, or even single 
out what may prove to be its most lasting contributions. Before that result 
could be achieved, much prolonged consideration and reconsideration would 
be required. Nor could he summarise the many points of intcrest, as these 
are rather tightly packed together. There are complicated interconnections 
between the various themes. It must suffice to touch on a few points, and to 
indicate certain difficulties. 

Perhaps the most remarkable feature of the book is that, while the deter- 
mination of prices is one of its central topics, no reference is made to the scale 
or elasticity of the demand for end-products. (The word “ demand ” does 
not occur in the index.) It is surprising that one can get a system of price 
determination without reference to final demand. It might be thought that 
this was simply a reversion to early classical tradition, such as might come 
naturally from so profound a student of Ricardo. 

The book is not, however, in its main approach to its problems, in the 
classical tradition. Indeed, Mr. Sraffa notes that “ the term ‘ cost of 

ion’ has been avoided in this work” (p. 9). The first part of the 
book is concerned with single product industries. Stress is laid on the use of 
commodities to produce commodities, as stated in the title. He opens with 
the case where all commodities produced are required for the production of 
further commodities in the endless cycle of a self-maintaining system, labour 
coming in under the head of the commodities required for its subsistence, in a 
sort of Marxist fashion. Starting with two industries and two commodities, 
industry A may produce an excess of its commodity, a, over the amount of it 
that is used in its own production, and similarly with industry B. The rate 
of exchange of a for 6 is determined, quite simply, by the ratio of the excess 
production of a to the excess production of 6. If we proceed to a greater 
number of industries and commodities we have a system of simultaneous 
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equations, in which the exchange values of the commodities in terms of one 
another are determined by the same principle. 

.. Then we pass to a state of affairs in which more commodities are produced 
than are required for their own reproduction (and labour can have more 
than a subsistence wage). Before proceeding to Mr. Sraffa’s theories con- 
cerning wages and profit, we may note at the outset that Mr. Sraffa does not 
seem to be interested in the commodity-mix in which wage- and profit- 
earners choose to take out their net income. In an early passage (p. 7), 
where he is still dealing with a two-commodity world of wheat and iron, he 
assumes that the whole net income is taken out in wheat. That may seem 
sensible, as consumers do not presumably desire iron as such. But there is 
nothing in this passage to require that the second commodity, iron, is specific- 
ally a capital good. On the contrary, it is supposed to be setting the 
matter out in a perfectly general way. This is a difficulty arising, at the very 
outset, from the neglect of the composition of consumer demand. If con- 
sumers did happen to wish to have some iron, that would at once, in accord- 
ance with Mr. Sraffa’s own equations, affect the price ratios, which his 
system purports to be determining without reference to consumer demand. 
I believe that tixis objection runs through all the complications of his subse- 
quent treat:nent. 

In this treatment wages and profit (though not the commodity-mix in 
which wages and profit are taken out) play their part in the system of equa- 
tions showing the interdependent determination of prices. He drops the 
supposition that wages consist of subsistence only and finds it more convenient 
not to divide the wages element in cost into subsistence and non-subsistence, 
but gives wages their own independent place. In order to determine what 
wages will be, he requires a measure of value which is called a “ Standard 
commodity.” (One has to move forwards and backwards in reading this 
book.) This is a composite commodity which would be produced by a 
“* Standard system ” in which “ the various commodities are produced in the 
same proportions as they enter the aggregate means of production ”’ (p. 20). 
If it be objected that in an actual system there might be no such composite 
commodity, he claims that “ in any actual economic system there is embedded 
a miniature Standard system which can be brought to light by chipping off 
the unwanted parts of the actual system.” The elaboration of the Standard 
system is done with beautiful elegance, but space forbids a detailed exposition. 

The Standard commodity is used to measure net income—the surplus of 
commodities over what is required for their own reproduction. The whole 
of net income might be assigned to wages or to profit (not quite the whole in 
the latter case, since something would presumably be required for subsistence), 
or be divided between them. The distribution between wages and profit is 
not, so it appears, determined by a supply and demand relation. On the 
contrary, it seems to come in as an arbitrary datum. The marginal produc- 
tivity analysis is not used at all. On p. 11 Mr. Sraffa writes: 
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“ The result of adding the wage as one of the variables is that the 
number of these now exceeds the number of equations by one and the 
system could move with one degree of freedom; and if one of the 
- variables is fixed, the others will be fixed too.” 


On p. 33 he writes: 
“ The last of the preceding argument have led us to reverse the 
practice, from the outset, of treating the wage rather than the 
rate of profits as the independent variable or ‘ given quantity.’ ” 


Fie Aen peaneine SFE ee. 


** The rate of profits, PR A ale Rr ok 
dent of any prices, and can well be ‘ given 
It is accordingly ible to anonminal net — a 
production, in by the level of the money rate of interest. In 
A pliowihy eden the rate of profits will therefore be treated as the 
independent variable.” 


Profit is taken to be at a certain rate on the commodities used in produc- 
tion; but wages are not conceived of as being, as in the classical system, 
“‘ advanced.” Accordingly, profit is not at a uniform rate, from commodity 
to commodity, either on the value of the commodity or on the labour engaged 
upon it. Mr, Sraffa has similar difficulties to those that beset Ricardo and 
Marx on this point, and surmounts them. Prices are determined so as to 
yield a uniform rate of profit, commodity by commodity, on the commodities 
required for the production of each commodity. 

I cannot find anything in this more elaborate account of price determina- 
tion that justifies ignoring the influence of the commodity-mix that con- 
sumers wish to have. 

Having proceeded so far, Mr. Sraffa adopts an alternative approach to 
price formation, namely by the method of “ reducing” the commodities 
engaged in the production of other commodities to “ dated labour”: he 
resolves each commodity into the labour and other commodities required to 
produce it, working back through time until the commodities themselves 
constitute but a negligible residual. Prices are thus formed by adding 
together all the dated labour, the value of each segment being increased 
through time at compound interest. (In this chapter Mr. Sraffa is presum- 
ably reverting to the idea that wages have to be “ advanced.””) This treat- 
ment brings us on to ground with which we are all thoroughly familiar. It 
is in fact a labour (cum profit) theory of the cost of production. What is 
peculiar about this is that, in this alternative approach, the crucial part 
played by the relations between the excesses of each commodity produced 
over the amounts required for their own production disappears from view 
completely. The reader surely requires a little more help than the author 
gives him about how this conventional labour-cost approach can give the 
same result as the commodity approach supplied in the earlier chapters. 
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°) Inthe second part Mr. Sraffa proceeds to joint production. This may 
oy wie and casé,” "The chapter heading (“Joint Production ”) 
the hope that now at last consumer demand must have some part to 
play, as it does so notably in the orthodox theory of a valuation of joint pro- 
ducts. But it does not turn out to be so. Mr. Sraffa recognises the familiar 
point that in the case of joint production one cannot readily determine the 
quantity of labour required for each of the joint products. He mects this 
problem by considering that there may be more than one method of produc- 
tion. He assesses the amount of labour required for the production of a 
particular commodity by taking the same quantities of commodities to be 
used in two processes of production, and by assessing how much extra labour 
would ‘be required to increase the product by one unit by altering the pro- 
portion in which the two processes are used. This looks uncommonly like the 
employment of a marginal product (of labour) theory, but we are warned in 
the preface that “ instances will be made in these pages which at first sight 
may seem indistinguishable from examples of marginal production,” but 
Tn’ the ease of joint production the “ reduction ” to “ dated labour ” is 
said to be impossible, and, as joint production is omnipresent—Mr. Sraffa 
likes to think of a plant as jointly producing during a year both the commodi- 
ti¢s for which it is designed and also the partly worn fixed capital outstanding 
at the end of the year—., it follows that we must take the theory of price forma- 
tion through the production of commodities by commodities to be the over- 
riding one, and the more familiar approach by “ dated labour ” to be of not 
much help. 
‘It may be permitted to refer to one of Mr. Sraffa’s many subordinate 
propositions. He holds that— 
* the reduction to dated labour terms has some bearing on the attempts 
that have been made to find in the ‘ period of production ’ an indepen- 
dent measure of the quantity of capital which can be used, without 
ing in a circle, for the determination of prices and of shares in 
» distribution” (p. 38). 
In other passages too he objects to the idea of a quantity of capital. In this 
passage he gives a most ingenious example of two industries in which the 
time pattern of the period of production is different. He shows how at a 
low rate of interest a rise in the rate of interest will cause a greater rise in the 
price of A, at higher rates of interest a rise in the rate of interest will cause a 
greater rise in the price of B and at still higher rates of interest a rise will again 
cause a greater rise in the price of A. This complicated example illustrates a 
point that could be more simply put. 

In favour of the “ period of production ” the following points may be 
made. First, at a given rate of interest industries can be ranked as of greater 
or less capital intensity by the proportion that interest bears to the value of 
the product (which simply reflects the length of the production period). 
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Secondly,  oseaeannie tiehonanettes dunabh okadedeneaneeens 
saving or capital-requiring by whether they lower or raise the total interest 
payment as a proportion of the value of the product. 

In the case of all the factors of production, there are two components in the 
proportion of the share of the factor in the value of the product, namely the 
quantity of the factor and its price—the latter may be its “ opportunity cost.” 
In the case of capital, however, there is this peculiarity. A rise in its price 
(rate of interest) also increases the quantity used, without there being any 
change in the physical processes of production, owing to the effect of compound 
interest. ‘The mere fact that the opportunity cost of capital (rate of interest) 
becomes greater means that one has to do more waiting (forgo more present 
advantage), the physical set-up of production remaining the same, owing 
to compound interest; for one is forgoing, year by year, the higher net pro- 
duct of capital, as reflected in the higher rate of interest, that one could have 
enjoyed, had one used the said capital on a shorter process of production. 
This is the point that really gives rise to the “ reversals’ of the effect of 
interest increases in Mr. Sraffa’s complicated example. While it is impor- 
tant to bear it in mind, it does not seem that it damages the usefulness of, still 
less that it creates ambiguity in, the concept of the period of production. 

Such difficulties as have been expressed notwithstanding, it may be 
evident that Mr. Sraffa’s approach to well-known problems from quite a new 
point of view is of absorbing interest. It is to be hoped, however, that he 
may proceed to set out the interconnections of his system with the traditional 
system, rather than treat his system as the “ prelude to a critique of economic 
theory.” Surely what is true in the two systems can have a peaceful co- 


existence. 
R. F. Harrop 
Christ Church, 
Oxford. 


Inflation. By Tuomas Wuson. (Oxford: Basil Blackwell, 1961. Pp. 280. 
30s.) 


In this thoughtful, agreeably written and temperately phrased book, 
Professor Wilson passes in review the whole complex of problems centering 
round the behaviour of the value of money in a society which aims at 
continuing progress and stability without abandonment of the principle of 
free enterprise. The plan of the book is somewhat complex and, naturally 
enough, does not entirely avoid repetition; so an attempt at signposting 
may be useful. After a preliminary chapter briefly documenting the course 
of events in Western countries since the War, Professor Wilson gives us 
(Chapters II—VI) his fundamental «analysis of demand inflation, viewed 
as the result of “ inconsistency of plans,” and discusses the extent to which, 
in the absence of central intervention, “ natural forces may operate either 





4 
Scaniiininaihinnnniadneannnensmnamemendiad ureattenenaditcaeedeaieed shcanacnteaadttomebeatnenitnahctcdsanmes emia tame 


788 THE ECONOMIC JOURNAL (DEC. 


to intensify and prolong a rise in monetary outlay or to weaken it and bring 
it ultimately to a halt ” (p. 50). Thus we are led into the heart of “ trade 
cycle theory ” and into the outskirts, at least, of ““ growth theory ’—fields 
in which the author’s strong common sense and wide equipment of know- 
ledge {especially of the crucial American experience of the 1920s) enable 
him to lead us instructively by the hand. Be it added that he makes dutiful 
use of the now customary macro-economic tools—multiplier, capital-output 
ratio and the rest; though it may be doubted how much of them is really 
left by the time he has finished with them (see especially p. 65, “‘ This fact, 
unfortunately, has somewhat destructive implications for the Theory of the 
Multiplier as usually expounded and for the more elaborate analytical 
superstructures that have been erected upon it.”’) 

.» After a chapter (VII) to which I shall return, and an interesting excursus 
(VIII) on how these things are done in Russia, we are invited to examine 
in more.detail (IX—XIII) the weapons at the disposal of Central Authority 
for countering demand inflation. The various strands of the complex 
bundles commonly described respectively as monetary and fiscal policy are 
carefully dissected with special reference to British experience since 1951). 
In the course of the argument Professor Wilson endorses the Radcliffe 
Committee’s criticism of the authorities for their long-maintained reluctance 
to conform, in their debt management policy, to the “ natural ”’ rise in the 
long-term rate of interest (p. 209); and himself criticises the same Committee 
for excessive pessimism in their estimate of the extent to which spontaneous 
increases in the velocity of circulation are likely to render nugatory a deter- 
mined attempt to exercise control over the supply of money (pp. 180-4). 
In another interesting passage (p. 163) he states with force and moderation, 
though without definitely endorsing, the unfashionable case for the restora- 
tion of some effective legislative check on the creation of legal tender. 

Professor Wilson would like to see more effective investment planning 
in those branches of industry which are already in Government ownership 
(p. 243), but is sceptical about wider projects for a national investment 
plan, and unwilling to find much place in his armoury for physical controls. 
This chapter of his book (XIV) will, of course, be found unacceptable by 
readers with a different outlook, but they may be somewhat mollified by the 
moderation of his language as compared with that of more boisterous 
exponents of the “ free for all,” and by his readiness to find room for various 
kinds of Governtaent action designed to promote productive efficiency. 

In view of the topicality and importance of the theme, it may be of 
interest to report a little more fully on Professor Wilson’s treatment, in the 
chapter (VII) which I have passed over, of the nature of so-called “ cost 
inflation,” and on his suggesticn in his final chapter (XV) for policy in the 
face thereof. As a matter of linguistics he is ready to agree that “‘ demand 
inflation ” and “ cost inflation ” can be regarded as separate and mutually 
exclusive categories, provided it is understood that the distinction “ relates 
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to the initiating force that is responsible for the inflation rather than to 
the monetary conditions that allow it to proceed thereafter with cumulative 
force” (p. 91). Confining ourselves for brevity to the sub-category of wage 
cost inflation, we may summarise his conclusions as follows: (1) Provided 
the monetary set-up is sufficiently flabby, it is possible for such an inflation 
to get under way, if the “ wage push” occurs over a sufficiently wide field, 
since the secondary expansion of demand caused by the increase in the wage- 
bill may operate quickly enough to cause employers to take an optimistic 
view of the possibility of raising their selling prices, and so may deter them 
from restricting production and employment in response to their enhanced 
wage costs (pp. 102-3). (2) What is known about trade union purposes 
and—differ as they do between themse!ves—about British and American 
collective bargaining procedures makes it likely that on occasion this in fact 
should happen (pp. 254-9). (3) There has been a tendency in some of the 
statistical literature to understate the part played by demand and overstate 
the part played by spontaneous push in the recorded rise in wage costs 
(p. 254); and in any case “ without monetary restraint no other policy, how- 
ever much planning it involves, stands much chance of success ” (p. 259)— 
“ the prevention of demand inflation must come first” (p. 272). (4) This 
being understood, “ serious consideration should be given to the case for 
establishing a National Council on Wages and Prices,” which ‘ would not 
attempt to fix earnings or rates but would indicate how much could be 
granted without inflation ” (p. 272). 

A number of serious obstacles to the success of such a project are 
candidly pointed out; but the book ends on a note of qualified optimism 
about the whole problem, which it was perhaps easier to feel at the date 
when the author’s prefatory note was signed (February 1960) than it is at 
the moment when this review is being written (July 1961). 

There is no difficulty about reading “ unemployment”’ for “ employ- 
ment” on p. 109, 1. 5, and “ deflationary ” for “ inflationary ” on p. 155, 
1.1. But I think rather extensive tinkering is needed to make good sense of 
the somewhat condensed discussion on pp. 249-51 of the relation between 
the figures of unemployment and unfilled vacancies. At the risk of being 
thought pedantic, I offer the following. P. 249: 1. 12 from end of text, for 
“suggested ” read “ suggest”; 1. 3 from end, before “ be equal” insert 
“only.” P. 251: first complete sentence to read: “ The percentage 
unemployed has only to rise to something like |} to indicate the elimination 
of ‘excess demand’”’; ll. 9-10, for “ excess demand has disappeared” 
read “ ‘ excess demand ” appears.” 

D. H. Rospertson 

Trinity College, 

Cambridge. 


No. 284.—vOL. LXxx1. 
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') ‘weasoning of economic theory. By W.J. BAwmon. (London: Prentice-Hall 
- International (94 Beech Street, London, E.C.1), 1961. Pp. x + 438. 
jes rem 

"Tints Book is probably “ more helpful to an operations researcher who 
wishes to learn economics than to an économist who desires a systematic 

is research ™ '(p. v). Nevertheless, the economist can 
tions research in operation. He is put into the 
jobs of operations research, which are viewed largely 
from the Spt ar view of the operations research worker, and there is cer- 
tainly so ing instructive about viewing the subject from inside rather 
than as “ the audience.” “On the other hand, while much of the economic 
theory | taught in the book is very familiar to the economist, 
there are chapters (Chapter 13 dealing with Welfare; Chapter 14 on the 
Theory of Distribution; Chapter 20 dealing with the nature of Theory), 
which treat matters about which the economics student is often very con- 
fused. These chapters will be helpful to the serious student of economics. 
Professor Baumol’s great clarity of thought and exposition are evidenced 
at many points, and show their value in the exposition of the problems and 
their solutions. He gives us a good idea of some of the limitations beyond 
which we cannot go without drawing in disciplines which are outside of the 
field of economics. 

The reader is introduced to the subject of constant, increasing and 
diminishing returns, Here the author does perhaps fall short of his own 
high standard of clarity in terminology, in that he accepts the somewhat 
confusing current labels of, first, “ the law of diminishing marginal returns ” 
to indicate increasing marginal rate of substitution between factors of pro- 
duction and, second, the concept of “ diminishing returns to scale” to 
indicate decreasing marginal increment of output for successive increases of 
all inputs (the proportion between them remaining unchanged). In the 
very little space he allows himself he does make known to the alert reader 
that there are really three different types of factor which can give rise to 
variable returns to scale: 


Indivisibilities. The technical fact that many types of production 
equipment cannot, due to engineering limitations, be effectively pro- 
duced on a scale below a certain minimum, means that over a range of 
low outputs the cheapest method of production is relatively dear, brit 
over a higher range engineering conditions allow of the use of more 
efficient types of equipment, and costs fall, bringing increasing returns 
to scale. 

Limitational Factors. The fact that “final co-ordination” or 
ultimate top level decision-taking has by its nature to be undertaken 
** centrally ” makes it a factor which cannot be expanded proportionately 
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with expanding output. This fact is very noticeable to-day, when so 
many economic enterprises (such as electricity, transport, banking in 
this country) are concerns controlled in one sense or the other on a 
national scale. The manifest difficulties and breakdowns in running 
these are often traceable to the impossibility of effective communication 
and decision-taking. The short excursion (Chapter 19) imto Decision 
Theory is therefore a welcome curtain-raiser to this part of economic 
theory. 

External Economies or Diseconomies. The unsophisticated reader will 
hardly see the full implications for particular equilibrium theory, or 
understand the role of space in economic problems, from Professor 
Baumol’s question “ if we build three identical factories with identical 
work forces, equipment, and raw materials, will we not obtain three 
times the output -of a single factory?” (p. 180). 


Readers will enjoy the clarity of Chapter 20, A theory is not a hypo- 
thesis; it is‘ the construction of a simplified small-scale model which behaves 
in at least some ways like the phenomena under observation” (p. 390), 
Professor Baumol makes clear that a hypothesis as to fact is either true or 
false; whereas theory is a systematic explanation. “ Basically, the need for 
theory arises because unfortunately facts do not speak for themselves. . . 
Facts supply us with correlations, not with structural relationships ” (p. 391). 
Since an empirical generalisation “ offers no clue as to how things work, it 
cannot tell us what will happen under changed conditions ...a major 
advantage of a theoretical construct” is that “ it permits us to understand 
the structure of the situation” (p. 392). Professor Baumol’s book makes a 
welcome contribution in helping to bridge the gap between the now highly 
developed art of elaborating abstract models, on the one hand, and the real 
world, on the other, 

H. Makower 
London School of Economics. 


The Science of Wealth. An elementary textbook of economics, By C. F, Carter. 

(London: Edward Arnold, 1960. Pp. vii + 183. 14s.) 

As he tells us in his preface, Professor Carter is writing mainly for “ those 
whose only acquaintance with economics will be a subsidiary course taken 
for a single year, and in particular . . . students in technology or science who 
want to get a general idea of the working of the industrial world on which they 
may denend for a living.” The number of such people is growing rapidly, 
and hitherto they have been ill served by the established text-books, most of 
which appear to be designed primarily for the first-year student who is pro- 
ceeding to an honours course. Here is a teaching problem about which 
Professor Carter has obviously reflected deeply, and he has given us a book 
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which is much shorter than most general texts and refreshingly different, both 
in scope and presentation. | 

© Unstead of starting with a rather abstract analysis of demand, the book 
begins, in ‘a manner that should appeal to technologists, with a discussion of 
production. © There is a short chapter on the sources of wealth, in which 
‘tideas” and “ organisation” take precedence, followed by “ natural 


resources,” “ capital” and “ labour.” In a chapter entitled “ the decision 
29 paso ” the reader is introduced to the diminishing-returns principle 
ind to simple cost functions with the aid of some apt practical illustrations, 
numerical examples and a very little calculus; graphical illustrations, though 
occasionally used in the text later, are here relegated to an appendix. A 
further chapter on production discusses some complications, including joint 
products; monopoly and oligopoly; and differences between private and 
social costs. The treatment of monopoly and oligopoly seems well suited to 
an economics course for technologists, but is rather slight for a student 
pursuing an ordinary subsidiary course. 

Only at this stage does Professor Carter insert a section on “ the decision 
to spend or save,” in which he covers most of the elementary demand theory 
with which many texts begin. The linking of this analysis with that of the 
decision to save enables the author to bring out in a striking and helpful way 
the similarities and differences between the decision to “ purchase savings ” 
and the decision to purchase any other good. 

A short chapter on price determination combines elementary theory with 
some comment on actual pricing policies, and this is followed by a section on 
money and banking; here there is, perhaps, rather too much emphasis on the 
part played by the cash ratio in monetary control. One of the most original 
and stimulating chapters in the book is that entitled “ paying the factors of 
production.” ‘The theory of rent as set out in most text-books is not dis- 
cussed at all, but is very neatly assimulated with profits (after paying interest 
and depreciation) and abnormal earnings from work, under the general 
heading of “ control over scarce resources.” In his discussion of interest, 
Professor Carter makes the rather challenging statement that “ there is very 
little case for interest on grounds of abstract justice; it is paid for the practical 
reason that the economic system would not work so well without it.” Do 
neither abstaining from consumption nor surrendering liquidity involve any 
sacrifice which, in “ abstract justice,” is deserving of some reward ? 

The concluding chapters are devoted to macro-economics and cover the 
usual ground of the decision to invest, the multiplier, the balance between 
inflation and deflation, government revenue and expenditure and international 
payments. As in all the rest of the book, the subject is presented with great 
conciseness and elegance, with a minimum of technical terms and plenty of 
practical illustrations. A slightly surprising feature is that the chapter on 
national-income accounts comes at the very end of the book and not at the 
beginning of the macro-economics section. This has the big advantage that 
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the accounts of individual sectors have been discussed on the way, and the 
reader can thus be led gradually to the idea of an integrated system. On the 
other hand, there are some relationships, such as those between saving and 
investment, and between domestic demand and the balance of payments,” 
that can be taught more easily to students who already understand a system 
of social accounts. 

To cover so much ground in less than 200 pages is a formidable task of 
compression, and students will not find this book easy reading; it is, however, 
written with great clarity and with a constant eye on practical issues that 
should interest the scientific student. Moreover, it has the great merit of 
challenging the reader to further thought and not leaving him with the impres- 
sion that he has been given “ cut and dried ” answers to his problems. For 
the very important purpose for which it is primarily intended, it is far ahead 
of anything else in the field. 


University College of Swansea. 


E. Vicror Morcan 


Volkswirtschaftslehre. By A. Maur. (Second Edition.) (Vienna: Springer, 
1959. Pp. 491.) 


In these days the authors of outlines of economics for the use of students, 
and more generally for those who do not want to read the specialist litera- 
ture, face the greatest difficulties in selecting the topics to be analysed and 
in deciding what is to be omitted. The choice is inevitably influenced 
not only by the author’s personal preferences and views but also by the 
interest of the public in contemporary economic issues. The temptation 
to deal in extenso with these, and with the topics on which the author has 
specialised, is strong. Such difficulties and temptations inevitably con- 
fronted Professor A. Mahr, of the University of Vienna, when he prepared 
the second edition of his Volkswirtschaftslehre, as he admits himself in his 
Preface. The book is divided into ten parts and sixty-one chapters. In 
view of the importance of the indifference curve, of time and of money in 
modern economic theory, the reviewer has confined himself to a critical 
analysis of the views of the author on these few important issues. 

Chapter 14 (pp. 76-85) deals thoroughly with indifference curves, and 
their meaning and the conclusions to be derived from them are very clearly 
set out. The author stresses, however, the unreality of indifference curves, 
unless individual commodities are replaced by groups of expenditures. 
In that case every indifference curve has to show the reactions of groups 
of individuals with a certain real income. As a matter of fact, and as 
already shown by H. Mayer (to whom the author refers), the indifference 
curve relies on the limitless substitutability of the commodities concerned. 
This leads to most unrealistic conclusions. The illogicality is increased, 
when more than two commodities are considered. The author believes, 
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and he is surely right, that at every income level there is only one ideal 
combination of thecommodities concerned; it may, however, be incapable of 
being realised, owing to the inadequacy of the income concerned. It has 
‘further to: be stressed that the demand for any two commodities is never in- 
dependent of the consumption of other commodities, and this is another decisive 
argument against reliance on indifference curves. The ideal single com- 
bination may change owing to changes of taste, of customs, of income and 
of the-needs to be satisfied. It has further to be noticed, as the author does, 
that consumers are usually influenced by advertisement, by their miiieu 
and .by what is customary. These reduce still further the reliability of 
conclusions based on indifference curves. _ 

(Chapter 15 (pp. 85-94) deals with the effects of future trends and 
expectations on to-day’s activity and the decisions of all those concerned 
either as producers or as consumers. The impossibility of accurate fore- 
casts leads the author to the appropriate conclusion that those who make 
the smallest mistakes in their anticipations are in the best position at the 
relevant time. 

Chapter 38 (pp. 284-96) gives an outline of the author’s views on the 
purchasing power of money. It gives him the opportunity to set out very 
clearly the argument and conclusions of the quantity theory, of the income 
flows theory and of the psychological theory, stressing the important 
difference that only the quantity theory relates both consumer goods and 
capital goods to the purchasing power available. Inflation and deflation, 
both in their modern meanings and their consequences, are also dealt with 


Chapter 39 (pp. 297-308) examines the possibilities of the creation of 
money. Discount policy, open-market policy, reserve requirements and 
the purchase-sale of foreign exchange are submitted to brief analysis. I 
would argue that in practice these are only some of the methods of monetary 
policy available to influence the purchasing power of the monetary unit 
and the level. of economic activity. That this is achieved, whenever efforts 
prove to be successful, through increase or decrease of money is a detail, 
though an important one; it should not lead us to forget the other methods 
available for the same purpose. These include efforts to achieve equili- 
brium, deficit or surplus in the budget, in respect of the use of a surplus 
or the financing of a deficit; changes of the margin requirements when the 
banks grant loans on the basis of marketable securities; the ceiling of credits 
granted, either by the central bank alone or together with the commercial 
banks in aggregate or in terms of sectors; the ceiling of the note issue; last 
but not least, the open-market policy, using gold and foreign exchange 
instead of bonds, for example, when public credit is low. In dealing with 
reserve requirements the author mentions the importance of the “ Giralgeld- 
multiplikator,” that is the multiplier showing how much deposits may 
increase or decrease with a given increase or reduction of the note issue. 
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He does not explain, however, why very often the results expected do not 
materialise. I fear that this chapter is not complete in itself, nor does it go 
to the root of the problem. 

In Chapter 49 (pp. 349-60) the author tries to answer the question why 
neutral money or money with stable purchasing power should be the objec- 
tive of the authorities responsible for monetary policy. The author favours 
efforts to secure stability of the purchasing power of the monetary unit, 
except on ‘war or in the case of a very bad harvest. That means that 
under any other circumptances monetary policy should be designed to 
maintain price stability, except when a country is very much affected by 
foreign trade. In that case stability of the monetary unit’s purchasing 
power has to be abandoned. It is well known that neutral money is an 
unrealistic conception, and I fully agree with the author’s view. On the 
other hand, I cannot subscribe to his view that the monetary unit’s pur- 
chasing power should be stabilised in terms of wholesale prices. I believe 
that the serious mistakes of monetary policy in the ’twenties all over the 
world were due in some measure to the choice of this mistaken criterion, 
and I think this is generally agreed. 

Chapter 57 (pp. 428-48) deals with foreign-exchange rates and with 
the tendency of the balance of payments towards equilibrium. The author is 
naturally influenced by the income flows theory in trying to explain exchange 
fluctuations, and he takes account of the foreign-trade multiplier. His 
criticism of the purchasing-power parity theory is valid. But he does not 
distinguish sufficiently clearly the repercussions of foreign trade on nominal 
and real national income. In practice, they derive from the expenditure 
of the additional nominal incomes due to increased foreign trade and from 
the possibility of consuming export goods within the domestic market. The 
author is right in stressing these factors. But I fear that he has overlooked 
the fact that in these days payments abroad are made chiefly by telegraphic 
or telephonic transfers; that the stability of foreign-exchange rates may be 
secured, even with inflation or deflation at home, so long as similar inflation 
or deflation prevails abroad, or so long as the foreign balance of the central 
bank is allowed to fluctuate widely; and that in reality every country 
always has some measure of economic 

The book reviewed will be extremely ‘asefual 0 ‘those for whom it has 
been principally written. The author has abandoned the old division 
between pure and applied economics which was the rule in German-speaking 
countries even twenty years ago, and takes full account of recent theoretical 
developments all over the world. 

D. J. Dervants 

University of Thessaloniki. 
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Modern Banking. R. S. Savers. (Fifth Edition.) (London: Oxford 
Subteaet vied: Ten Pp. viii + 294. a ie 


Tm latest revision of a banking text-book, which was originally written 
ieee than tuenty arens.cam, fallowe very.closely.cn.the heels of the previous 
edition published in 1958, which itself introduced major structural changes. 
Between. the publication of the two editions, the Report of the Radcliffe 
Committee, in the deliberations of which the author played a prominent 
part, hasbeen issued. Since that report contained some novel and con- 
troversial ideas about the operation of the financial system and the potentiali- 
ties. of monetary policy, one might have expected to find that they had been 
incorporated into the new edition. In fact, Professor Sayers, as he carefully 
explains in the preface, has set himself the much more limited task of slightly 
changing the emphasis in order that examination candidates in the immedi- 
ate future may be able to rely on a text-book which has at least some post- 
Radcliffe ingredients. He does not deny the need for a more radical re- 
construction of the book, but reasonably suggests that this should be post- 
poned until some of the dust has settled on the discussion of the controversial 
ideas originally ventilated in the Radcliffe Report. 

Various criticisms of this edition may spring to the mind of the reader 
only to be stifled by the recollection of the author’s own recognition of the 
limited nature of the changes he has made. In view of the Radcliffe Report’s 
emphasis on the growing importance of a variety of other lending institutions 
whose activities have an important influence on the amount of liquidity in 
the economy, one is constantly inclined to object that there is excessive em- 
phasis on the banks as creators of credit and not enough on other institutions 
as suppliers of near-money assets. Similarly, one feels that, although more 
attention is given to the problem of debt management than in previous 
editions, a more thorough analysis of the interaction between monetary 
and fiscal policy might have been attempted. However, such instinctive 
reactions of the Radcliffe-indoctrinated reader fall to the ground when one 
remembers that the author has deliberately chosen not to be too ambitious 
in the scope of his amendments. These include a considerable simplification 
of the chapter which deals with the impact of external transactions on the 
banking system and a brief guide to the Radcliffe Committee’s Report and 
Evidence. 

Teachers and students of banking have every reason to be grateful that 
this standard work, which has withstood the test of time so well, has had a 
new coat of paint and that they can look forward with pleasurable anticipa- 
tion to future major alterations of the structure. The book’s obvious merits 
of lucidity of exposition and clarity of thought continue to guarantee it an 
assured place as essential reading for a degree course in economics. 


G. CLAYTON 
University of Liverpool. 


Op ees ai inulin 2 ene RGR. SR NORMA 
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Central Banking in South and East Asia. Edited by S. Geruyn Davies. (Hong 
Kong: The University Press (London: Oxford University Press), 
1961, Pp. xi +194. 27s. 6d.) 

In the non-communist countries of South and East Asia there are a 
dozen comparatively effective central banks. In several countries these 
banks publish the most useful economic material that appears regularly. 
Generally they maintain a well-qualified research staff so as to advise the 
Governments on financial matters—whether or not their advice is accepted. 
Many of their problems are of interest beyond the boundaries of Asia. For 
example, several of the countries have economies heavily dependent on 
raw materials with sharply fluctuating prices. They need to develop new 
techniques of stabilisation, the central banks contributing through financial 
policy and selective controls over foreign exchange and credit. Nearly 
all the countries need to adapt, to the requirements of new national econo- 
mies, an earlier system of foreign-owned exchange banks and indigenous 
banks with high interest rates and poor safeguards. All of them face 
problems of developing rural credit, usually among poorly educated 
peasants. 

This. book is designed to draw on the experiences of economists working 
with these different central banks. Some of the best Asian economists 
are in the central banks; and Dr. Davies has assembled an impressive list 
of contributors, including four directors of central bank research departments 
and one bank chairman. There is therefore, as one would expect, a good 
deal of useful material, presented clearly and concisely. 

As a whole, however, the book suffers from insufficient editing and 
comparative analysis. Indeed, apart from a very brief introductory 
section, bearing little relation to the detailed material, it is hardly more 
than a collection of articles. There is no comparative statistical material, 
and the tables given for the different countries are not even listed in the 
table of contents. There is no bibliography, not even a list of the periodical 
material produced in European languages by the different central banks, 
which could surely have been given without difficulty. Nor has Dr. 
Davies succeeded in getting his material presented in a form that makes for 
easy comparability. The length and structure of the chapters vary with 
little relation to differences of subject matter. 

These defects will diminish the book’s value to students and general 
readers. Even specialists, who will be grateful to Dr. Davies for the 
interesting material assembled—and who will appreciate how much 
thankless labour goes to making such a collection in the region—will regret 
that he has given us so little of himself. Even his all-too-brief introduction 
is enough to show that a much fuller appraisal from him would have 
greatly increased the book’s value. 

Among the topics covered are the different devices used—generally 
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within the framework of a nationalised central bank—to ensure early impact 
nic realities on the Government. These’ inchide legislation fixing 
reserve fatios (Indonesia) and’ ceilings on loans to Government (Korea) ; 
and constitutional provisions to ensufé independent financial advice, 
including \(in. Ceylon: and Indonesia) the publication of critical comment 
on Government policy. We are also given evidence of the ineffectiveness 
of interest: policy in regulating Asian economies. Both in India and in 
Malaya—very. different economies. with initially similar financial 
macl* ~’—the aim, appears to be to create rapidly the money-market 
conditions in which such control would work more effectively. The book 
would have benefited by a longer chapter on Japan, analysing the central 
bank’s more detailed controls of commercial bank interest structure there. 
Dr. Davies is, however, surely right to stress the greater importance 
of foreign-exchange operations in Asian economies. We are told about 
the deflationary technique of requiring advance deposits by importers, 
against forcign exchange, in Indonesia and the Philippines; and the use 
of exchange control to stimulate industrial development in the Philippines. 
Multiple currency practices are now out of fashion in Asia, so we are told 
little about how these were developed in Korea and Taiwan (for cxample) 
and the different ways in which greater uniformity was achieved. A chap- 
ter on Thailand might perhaps have filled this gap. 

The book shows.us central banks stimulating rural credit, and using 
bank inspection to transform indigenous banking. The chapiers or 
Pakistan and Viet-Nam both discuss financial problems of partition; but 
no comparisons are drawn. And we encounter the Korean war boom in 
several chapters with no connecting link. It is also perhaps unfortunate 
that there is nowhere a proper discussion of American counterpart funds, 
which have had a considerable impact on the currency history at least of 
Korea and Viet-Nam. 

The book will be of interest to specialists in central banking and to 
economists concerned with South and East Asia. 

T..H. Smcock 
Institute of Commonwealth Studies, 
London. 


Public Finance. By E. R. Rotpw and G. F. Break. (New York: The 
Ronald Press Company (15 East 26th Street, New York 10), 1961. 
Pp. viii + 586. $7.50.) 


Tue aim of this book is, in the words of the preface, “ to give a logical 
and coherent exposition of public finance setting out the theoretical and 
technical issues involved.” Part I is a general introduction to the subject, 
incorporating data on the United States government revenue, expenditure 
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and debt. Part II. discumes the principles of taxation, taking cach tax in 
turn in the traditional manner. Part III is headed “‘ Special Problems 
in Government Finance” and deals with such matters as public utility 
pricing, social security, transfers between governments and (one of the 
most interesting chapters) ‘“‘ the economics of metropolitan living ”—roads, 
parking, housing, playing fields, etc. The final section, Part IV, deals 
with fiscal theory and policy, including two chapters on government debt 
management and operation. 

There are a number of reasons why this latest American exposition of 
mainly American Public Finance should be praised. A wide range of 
topics is covered, including some (such as urban transport) which are 
commonly excluded; the exposition is clear and relatively concise; basic 
theoretical propositions are explained with ease andinsight. At the same time 
one must have some reservations about it. The most important is that it 
fails to bring out the general equilibrium aspects of the subject satisfactorily. 
It really will not do in this day and age when government taxation is a 
large fraction of national income to discuss the effects of personal income 
taxes, corporate income taxes and the like as if there were no macro- 
economic effects involved. The simple truth that an increase in the 
yield of any one tax must be accompanied by some other change in 
Government Finances, be it on the revenue, expenditure or debt side, is 
just not brought out in any consistent fashion. It is also rather surprising 
not to find any systematic discussion of the fiscal aspects of long-term 
growth, especially as reference is made to books dealing with this subject. 

A number of references are made to specific taxation problems of under- 
developed countries, but some of them do not inspire one with confidence 
(for example, the suggestion on pp. 208-9 that a net worth tax can readily 
be levied in underdeveloped countries leads one to think that the authors’ 
knowledge of African land tenure must be somewhat limited). It might 
also be mentioned that the references to British taxation practices, welcome 
as they are, suffer from some inaccuracies. A little more investigation 
would have shown (p. 130) that the top marginal rate of personal income 
tax and surtax in the United Kingdom ceased to be 92-5% in 1959 and 
that Health Service charges are levied in other ways as well as on pre- 
scriptions (p. 361). 

All in all, one must say that the idiosyncracies of this work are such 
that, although the student will find in it a clear and unprejudiced exposi- 
tion of many important aspects of the subject, he should not be advised 
to rely solely on it for a synoptic view. 


Christ’s College, 
Cambridge. 


A. R. Prestr 
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ding by Local’ Authorities. The Report of an Inquiry by the Royal Institute 
Pul he es By E. Layton. (London: Allen & Unwin, 


padiadldieg shy Publi sAathavitise in: the Sourtte'*#theame ima sexies of studies 
‘om subjects-6f current importance to the public services,” carried out by 
the Royal Institute of Public Administration. The study is thus naturally 
concerned with problems of administrative organisatior rather than with 
economic problems as such. Hence a large part of the book is devoted to 
a careful examination, for different types of local authorities, of the member- 
ship of the committees and the organisation of the departments concerned 
with building. Much of this is necessarily dull reading for economists; 
but there can be no doubt that the information brought together, and the 
light thrown on the extraordinary variations in organisation, even between 
those authorities with much the same building functions, are valuable 
additions to public knowledge of local government organisation and prob- 
lems. For economists the most interesting aspect of the investigation is the 
relation between these variations and the efficiency, particularly with respect 
to costs, with which local authorities carry out their functions both as 
owners and providers of buildings of all sorts. 

Mrs. Layton’s conclusions about the costs of local-authority building 
are very important and very depressing. She demonstrates that a consider- 
able part of the responsibility for unnecessarily high costs lies with the 
Ministries chiefly concerned, the method of Treasury control, and what 
must be stigmatised as the general failure of public bodies to appreciate, or 
indeed to attempt to study, the conditions under which building can be 
carried out economically. Mrs. Layton makes it clear that whatever the 
variation of local authority organisation, there are fundamental weaknesses 
in the whole system. One of the most important is the short-period plan- 
ning of building projects which is a feature of all government-controlled 
building, with the partial exception of the school-building programme 
organised by the Ministry of Education. Another is the continued failure 
of ‘most local authorities to appreciate the importance of detailed pre- 
planning of building schemes despite the innumerable reports which have 
stressed this matter since the War. It is clear from this study that radical 
re-thinking about the process of programming and planning of local authority 
building projects is essential if the building industry is to be able to operate 
really efficiently in this field. Mrs. Layton makes it clear, moreover, that 
unless and until the local authorities realise more clearly than they seem to 
at present that the organisation of the programmes of work of building 
firms involve time-tables of great complexity into which local-authority 
work has to be fitted, the influence of local authorities as customers of the 
industry may militate against cost reduction in the industry as a whole. 

The part of Mrs, Layton’s book dealing with the relationships between 
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the client, that is the local authority, the building professions and the 
building industry, is of particular interest to people specifically concerned 
with the industry. It appears that even within the local-authority service 
it is still difficult to mitiga‘e the professional jealousies between architects 
and engineers, and to persuade either that quantity surveyors and builders 
have any knowledge that can possibly be relevant to the efficient and cost- 
reducing planning of a building project. 

Mrs. Layton draws attention to the startling economics that have been 
realised on important building projects which have been based on co- 
operation from the beginning of all those concerned with planning and 
erection. Despite the publicity given to these experiments, Mrs. Layton 
found remarkably little evidence that attempts were being made to utilise 
the lessons learned from them, or even evidence of much interest in them. 

It is impossible to survey all the topics of interest included in the in- 
vestigation; two which are rarely examined should be mentioned, how- 
ever: the use of members of the building professions in private practice by 
local authorities and the use of direct labour on building projects. The 
conclusions reached on these topics are perhaps among the most contro- 
versial in the book and should stimulate an interest in them which is much 
overdue. Important though they are, however, they should not distract 
attention from the fundamental general conclusion which emerges from 
the whole study. This is that the growth of local authorities as providers 
of buildings on an immense scale has been allowed to take place without 


any real consideration of the suitability of the usual methods of government 
control and of local authority procedure for carrying out the task efficiently 


or economically. 


University College, 
London. 


Marian Bow.ey 


English Overseas Trade Statistics 1697-1808. By E. B. Scnumperer. 
(London: Clarendon Press: Oxford University Press, 1960. Pp. 
vii + 72. 45s.) 

Tue records of English overseas trade have been kept with meticulous 
care and in the minutest detail since 1697. The manuscript ledgers have 
long been accessible to scholars at the Public Record Office. Totals and 
extracts of dubious coverage have been printed and reprinted in a variety 
of sources and in an exasperating variety of versions. In view of the 
undoubted strategic and relative importance of international trade in 
promoting the first industrial revolution, it is an extraordinary thing that 
Mrs. Schumpeter was the first, and to date the only, scholar to attempt 
systematically to reduce the basic records to a usable form. 

It was a gargantuan task, of course, for the eighteenth-century clerks 
were concerned with direction of trade rather than with its industrial 





202 )yeryave THE BCONOMIG JOURNAL _ [DEC. 


significance... Some, con nodity series were extracted from time to time in 
fesponse to parliamentary demand; but generally the commodity trade 
is» available only by country, and to find the comprehensive total for a 
particular commodity it may be necessary to extract eighty to ninety 
country: figures. -In: compiling continuous series for about a hundred 
commodities.and about half as many imports Mrs, Schumpeter and her 
collaborators covered some 15,000 large transcript sheets. 

» Unfortunately she died before the task was quite complete. The 
present volume was put together after her death by Professor T. S. Ashton, 
who writes an introduction which is in itself an important original contri- 
bution ‘to the history of English cighteenth-century trade statistics. It is 
prefaced: by a satisfying and revealing memoir of Mrs. Schumpeter written 
by:her friend and collaborator Elizabeth Gilboy. The bulk of the volume 
consists of summary tables of quantities and values of the principal English 
imports and exports, photographed from the neatly written original 
manuscripts. 

. There is an immense amount of valuable material here that has never 
been available before, except at the cost of prohibitive laborr by the 
individual scholar. For mest of the pziucipal items of import and export 
we now have continuous national series covering a period of about a century. 
The pity of it-is that so much of the highly skilled labour that was put into 
compiling the series falls short of its proper return because the work was 
never finished. . For Mrs. Schumpeter tack'ed the records in a characteristic- 
ally scholarly fashion. Aware of the fact that the so-called fixed “ official ” 
valuations had actually been subject to occasional change, especially during 
the first two decades, she set out to produce a genuine volume index by 
adopting the prices in use in 1793 and revaluing all commodities accord- 
ingly. Had she lived to reach her objective, we should have had a 
continuous volume series for imports, domestic exports and re-exports, 
analysed by commodity and by country of shipment or first consignment. 
As it is, although there are obvious advantages in being able to express all 
the items relating to a particular commodity in terms of a common denomi- 
nator (¢.g., to add pieces or yards or pounds or dozens of the various woollen 
products), it is doubtful whether the fixed-price valuation for most of the 
commodities listed here tells us any more, by itself, than the corresponding 
quantities, which are also given. For we lack the aggregates that would 
put them into perspective. 

Professor Ashton has reprinted the ledger totals of English exports, 
imports and re-exports for the century 1700-1800, but it is clear that we 
cannot use Mrs. Schumpeter’s commodity sub-totals in conjunction with 
the official overall totals. Direct comparisons are possible for the period 
1772-91 because the transcript summaries show the ledger values for 
woollen goods as well as Mrs. Schumpeter’s revaluations. Over this period 
her computed values for woollen exports vary from 112 to 130% of the 
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ledger figures. Her sub-totals for the principal non-woollen exports, 
however, amount to only 59-68%, of the ledger totals for all exports other 
than woollens: for earlier ‘years (i.¢., 1697-1771) they may be presumed 
to cover a smaller proportion of the total because they omit the corn exports. 

The last leg of the journey seems short and easy in relation to the 
difficult distance ‘already traversed. All that we need to complete the 
picture which Mrs. Schumpeter set out to provide are: (a) some quite 
significant items which have been unaccountably omitted from the present 
summaries (for example, corn exports 1697-1771 and cotton-wool imports 
1700-71); (6) the additional minor commodities necessary to complete 
the overall totals; (c) subtraction of the Scottish trade included in the 
series for 1792-1807; and (d) the final cross-checking of data presumably 
extracted on different occasions (for example, reconciliation of the numerous 

between the individual items for the years 1775 and 1780, 
both of which appear twice). 

On the face of it, it looks as though it might take no more than a few 
weeks to complete the picture. Perhaps most of the material already lies 
in Mrs. Schumpeter’s sheaves of figures and notes. But even if the final 
stages involve some more patient weeks at the ledgers, it is to be hoped 
that it will not be long before some enterprising economic historian takes 
the opportunity of consummating an important piece of research. So 
much intellectual capital has already been invested in this project that 
the end product should be uncommonly rewarding. 


Department of Applied Economics, 
Cambridge. 


The Economic Background to Agricultural Policy. By E, H. WaetHam. (Lon- 
don: Cambridge University Press, 1960. Pp. xii + 147. 22s. 64. 
Paper Edition 13s. 6d.) 

Miss WHETHAM discusses agricultural policies mainly in terms of three 
issues, the level and distribution of farm incomes, their short-term variability, 
and agricultural adjustments in relation to nationally efficient allocation of 
resources—principally with reference to the rich countries, especially 
Britain. 

She has concentrated on stating a body of doctrines with its supporting 
axioms against which current situations and policies can be identified and 
judged, rather than exploring in any detail the underlying concepts and 
techniques. Indeed, the basic theory is highly condensed, extremely 
simplified and often roughly hewn. One’s judgment of the resultant analysis 
depends on the type of reader in mind. From the point of view of the 
economics student, there are many objections. For example, the crucial 
discussion of the slope and shifts of the aggregate long-run supply schedule 
(pp. 72-4 and 80), while bringing out many important points, leaves several 


Puytus Deane 
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~» But Miss Whetham indicates that her book is written largely to meet the 
needs of students of agriculture and practitioners in farming. On this basis, 
she has provided an extremely valuable addition to the literature. Her 
book does much, for example, to clarify the forces determining farm in- 
comes in-an expanding economy or what should be the role of government 
and farmers’ organisations in promoting efficiency in marketing industries 
(more often, as she insists, by stimulating rather than checking competition). 
As a more specific illustration, her comments on the price-taking position of 
farmers facing price-makers in “‘ uncontrolled” markets should help to 
check the too ready inclination of farm groups and their political supporters 


Whichever group of readers is considered, there are other queries. 
Most important of all, has Miss Whetham sufficiently prepared her readers 
for the accelerated pace of adjustments in production and systems of market- 
ing likely to be needed or to occur in the next decade? One might infer, 
especially in view of the book’s strong historical emphasis, that the problem 
of balancing demand and supply at acceptable levels of farm incomes will 
continue to be no more unmanageable than since, say, 1953—a most doubt- 
ful inference. ‘Then, she stresses how little the number of British farms has 
changed in the last century (pp. 66-7), but she hardly considers the economic 
disadvantages of small farms or the extent to which they have been pro- 
tected against competition from larger units. She does not draw the 
necessary moral from the rapid decline in the number of farms in the 
United States which she describes later. As it is, unless small farms are 
increasingly subsidised, there may be considerably fewer British farms in 
ten years’ time. Again, radical changes in marketing are probable, in- 
creasing the sizes of organisations rather than of individual plants. Vertical 
integration, often embracing production or retailing as well as intermediary 
marketing sages, has developed rapidly in the United States recently, and 
similar changes can be detected in Britain. 

Two lesser points may be mentioned. First, as did the reviewer until 
recently, Miss Whetham follows a widely accepted view that, due to business 
uncertainties, British (and American) agriculture does not get its economic- 
ally warranted share of capital. But is this so, at least to any significant 
extent? Borrower’s and lender’s risks in agriculture may well be matched 
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by those in other industries, and the tendency for the supply of farm pro- 
ducts to grow more quickly than their demand, while not necessarily in- 
compatible with the shortage-of-capital argument, should give pause for 
thought. 

Miss Whetham has been content to accept policy objectives as given. 
Is this why she has not considered British agricultural policy in the context 
of close economic integration between the Six and the Seven and why, 
even though aid to low-income (farm) groups should not stop at the frontier, 
she has not examined the effects of agricultural protection in Britain (and 
in other rich countries) in retarding the economic development of much 
poorer peoples? Perhaps these and earlier criticisms would have been 
Deluit G catidedie ae estat conned oreo 


G. R. Atien 
Agricultural Economics Research Institute, 
Oxford. 


The Economics of Shipbuilding in the United Kingdom. By J. R. Parxunson. 
(London: Cambridge University Press, 1960. Pp. xii +227. 40s.) 

Tas monograph is written primarily for economists but also incidentally, 
and somewhat patronisingly, for those “ younger members of the (ship- 
building) fraternity who are concerned at present largely with technical 
matters and day-to-day administration but would welcome a wider view of 
the industry taken from adifferent standpoint.” It is the economist, however, 
to whom the book will appeal so long as he is not put off by the diffuseness of 
the preface. The volume itself is the best discussion which has appeared in 
recent years of the problems of this important industry. History is used 
sparingly and only when it illumines the text; it is not employed as a sub- 
stitute for analysis. 

The opening chapter gives a brief but adequate account of the growth of 
the industry and is followed by an equally adequate description of its organi- 
sation, including a useful record of the industrial affiliations of its major firms, 
a careful study of the factors which affect the demand for ships of different 
types and an even fuller discussion of the factors which operate on the side of 
supply. Finally, there is a short, and rather disappointing, summary under 
the heading of “ Efficiency and Prospects.” 

The demand for ships may be looked at first in terms of trends in sea- 
borne trade, changes in carrying capacity, longevity and replacement, to 
which must be added, for the study of fluctuations, the investment and re- 
investment policies of shipowners. The demand for the output of any 
country will depend in the main upon the state of competition in world ship- 
building, including the extent to which policies of national autarky are 
operated. Mr. Parkinson is probably right in thinking that the demand for 
dry-cargo vessels is unlikely to increase more than industrial production and 
more probably at a slower rate when account is taken of increases in carrying 
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capacity, which for the world fleet he puts at }% per annum. Replacement 
ete ee 
The significant change in modern times is the phenomenal increase in 
tanker tonnage as compared with the moderate increase in dry-cargo vessels. 
It is here, too, that increases in carrying capacity have been most marked. 
Between 1929.and 1958 the world’s tanker fleet increased by four and a half 
times, although the number of ton-miles involved increased by seven times, 
partly because of an increase in the length of the average haul, but even more 
ee NEE Saree: 
ov yThe intriguing, and still unresolved, problem of the industry is, of course, 
she’ pebhiem-affebeeptions Mr. Parkinson’s account of the contributions 
of Robertson, Einarsen, Tinbergen, Koopmans and others has the appear- 
ance of being cursory, but the relevant references are given for those who 
would go deeper. Explanations which depend, wholly or mainly, on tech- 
nical factors, and which relate, in varying degrees of intricacy, replacements 
tothe age of tonnage are not adequate, however interesting they may be as 
exercises. In any cas¢, the influences which affect new construction may be 
more: subtle than those which affect replacements, both in general and for 
particular types of trade. Mr. Parkinson does mot attempt to guess the 
severity of demand fluctuations in the years which lie ahead. 
“Te is ible that, with a demand for ships over the years, 
— Pr gee sani dag henna dowel 


, ‘and with a.much closer contro 
in the first half of the century, fluctuations in demand and trade may be 
sabi it is possible also that the avoidance of severe fluctuations in 


the output of the United Kingdom edidectuageadaakrcaunpadioeion 


part of the responsibilities large shipping companies that 
place the bulk of orders. But in an international industry subject to 
competition from all comers, in spite of the device of shipping confer- 


ences, the prospects for voluntarily smoothing the flow Sadan to ship- 
builders cannot be viewed with equanimity and there is always the 


danger that unco-ordinated adits of ships will « rate require- 
ments at times and, in boosting the output of F the ship ilding industry, 
denude it of orders in subsequent years.” 


It might, perhaps, be suggested that an inductive study of the behaviour 
of shipowners in the placing of new orders and replacements would be a use- 
ful supplement to the studies of fluctuations which have already been made. 

The competitive position of British shipyards, like much else in this book, 
is discussed cautiously. There is the preliminary comment that “ far more 
has been done to reduce the cost of sea transport by technical progress than 
by increased productivity in the shipyard.” But since technique is free to all, 
as shipyard organisation is not, economic factors remain the ultimate deter- 
minants. An analysis of the cost structure of shipbuilding and ship-repairing 
based on the 1954 Census of Production sets the general pattern, but the sub- 
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sequent discussion on the competitive screngths of different countries em- 
labour costs can change, relative steel prices and supplies can alter, as they 
have done in recent years. But there are other factors which are more 
persisting. Normally, the yards of the United States cannot compete with- 
out subsidies. In the United Kingdom ships take longer to construct than 
elsewhere. In view of recent controversies in the shipbuilding industry, one 
ene tare: eeeneihieeny beeen mntaeietiet tacit caeneienge 
useful volume. 

Dz T. Jack 


University of Durham, 
Newcastle-upon- Tyne. 


Marshalls of Leeds, Flax Spinners, 1788-1886. By W. G. Roamer... (London: 

Cambridge University Press, 1960, . Pp. xiii -+-.342... 42s.) 

Ir is true, as Mr. Rimmer points out in his preface, that most business 
histories concern firms which have survived and are therefore an unrepre- 
sentative sample of the industrial and commercial past. They may indeed 
be rarities, especially in the textile trades. His good fortune has been to 
acquire the surviving records of a long dead firm, and one can only share 
his wish that more studies of similarly defunct businesses will emerge, even 
while doubting that many will, if only because the death of a firm is so often 
accompanied by the total loss of its records—heaven knows, the records 
of old-established firms still with us have proved a vulnerable enough source. 
One shares this wish and regrets the likelihood of its wider fulfilment all 
cho"tnote ‘cir vending: this'easeliont ‘stally;00 an intlestrint diseened'<f 
Darwinian Age.” 

Mr. Rimmer’s task has been made especially difficult by the partial 
nature of Marshall’s surviving records—no order books, day books, wage 
books or journals—and he displays great skill and perception in his use of 
the remaining material and in supplementing it from secondary sources. 
Since in its day the firm and the Marshall family achieved high local 
prominence, the secondary material is happily abundant. Fortunately 
also, the surviving records, though somewhat mutilated, are singularly 
rich. Few business historians are likely to encounter the detailed auto- 
biographical material which the introspective founder of the firm provided 
at three points in his life, nor the highly revealing records of internal 
dissension between the second and third entrepreneurial generations which 
clouded the later years of the firm’s existence and goes so far to explain 
its demise. The third gencration’s talent for satire may not have made 
for business success, but it makes very good and illuminating reading, 
especially the parable “ Concerning Some Commercial Monkeys” (pp. 
289-91). This is very much the spirit if not the precise letter of the gloomy 
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ee ee ee Neither the 
the third generations of Marshalls ever knew clogs. John Marshall, ¢ 
founder, came from a prosperous background, the capital for his i 


Seaiean tetas hamies andicelitanadnan the thcuptacheninchconach ha 
inherited: from his father, whose estate was valued at £9,000. There 
remained ‘sufficient salvage from the wreck of the firm in 1886 to enable 
the third generation to live comfortably, even if in reduced circumstances 
compared with the family’s previous affluence and power. 


réntiet attitudes and social position which John Marshall’s success enabled 
them to enjoy. - The details of the technology and economics of the firm 
atid the personalities of the family are most skilfully presented against the 
background of the British linen indvstry and the West Riding economy. 
Quite apart from being a model business history of a particular firm, Mr. 
Rimmer’s book is immensely valuable in the information which it provides 
about the fortunes of the parent industry—a British industry whose nine- 
omission. is that there is no mention of Charles Gill of Nidderdale. His 
name is.perpetuated in the “ gill box,”” which was in important innovation, 
not only for Marshalls and the linen industry as Mr. Rimmer makes clear. 
It. was also important in the worsted industry, in which it is still in use. 
Here surely was an inventor who deserved to be rescued from historical 
obscurity. The time lag of more than a quarter of a century between 
Gill’s:invention. and its more general use in the linen industry is also a 
curious phenomenon which is not clearly explained. At the other end 
of the story no connection is made between the death of the firm and the 
linen industry in Yorkshire and the “Great Depression ’”’—perhaps no 
connection existed, cither way one would have liked to know. A work of 
this kind is, however, bound to raise questions, simply because it is not 
merely informative but also highly stimulating. __. 


The University, 
Leeds. 


E. M. Sicswortu 


The Industrial Revolution in Coventry. By J. Presr. (London: Oxford 

University Press, 1960. Pp. xi 4-152. 2Is.) 

Tue title of this very valuable study is a little misleading to the reader 
unacquainted with Coventry’s industrial past. The Industrial Revolution, 
as we know it from the Northern textile districts or the rest of the manu- 
facturing Midlands, did not affect Coventry much. The book in fact de- 
scribes the changes, not of a very startling kind, that touched the city’s 
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industrial society in the middle of the nineteenth century, killed its old- 
established staple, temporarily introduced a new line and have nothing to 
do with the real transformation that was to follow: the advent of the 
modern pattern of engineering industries in the 1880s. 

The book is perhaps best described as an investigation into the lingering 
death of the ribbon-weaving industry, taking into account not only the 
obvious changes in the structure of the market, which contracted both be- 
cause of effective French competition after 1860 and because of the vagaries 
of fashion, but also the complex social and political factors in the Coventry 
George Eliot and her friend Charles Bray, and ending with local worthies 
such as the highly articulate ribbon weaver Joseph Gutteridge, the manager 
William Andrews and the Cash brothers, Quaker manufacturers with 

Coventry would not now be associated with the defence of outmoded 
principles almost unto death—yet that is the form the tenacity of its inhabi- 
tants then took. The further development of the City was practically pre- 
vented until 1845 by the existence of the Lammas and Michaelmas lands 
which had served local agricultural needs in the fourteenth century. The 
weavers ruined themselves by trying to enforce the price lists of the hand 
loom age fifty years after the power loom had become common in Lancashire. 
The price list was locally regarded as sacred by masters and men alike, and 
the magistracy considered it so much of a guarantee of stability and peace 
that they were parties to an association to protect this list whilst the Com- 
bination Laws were still in force, until the Assize judge declared it illegal. 

One of the peculiar late and short-lived concessions to modern conditions 
in Coventry was the cottage factory. Essentially a compromise between 
the domestic system and the modern mill, it provided some of the advan- 
tages of scale and concentration, without violating the independence of 
the weavers. A steam engine was erected in the centre of a square or 
triangle of such factories, and power was hired out to the weavers, much 
as it was supplied to one-room workshops in Birmingham. There were 
many hundreds of such factories, and some are still standing to-day. Mr. 
Prest is a fine practitioner in that new art, industrial archeology, and 
his walks round Coventry have led him to a sensible reconstruction not only 
of the economics of the system but also the pattern of social relationships 
involved. 

The turning-point for Coventry clearly came round about 1850: The 
watch trade, its origins lost in obscurity, springs into prominence—perhaps 
it is the counterpart to our conception of the prosperous mid-Victorian 
artisan with his watch chain across his waistcoat. This is Liberal England: 
the old local Tory oligarchy gives way to a new administration of men 
brought up in the Manchester school. They dislike price lists, and find it 
difficult to object to Free Trade. Gladstone may have regretted ruining 





employing 4 regular lawyer to fight the case for the price list in the courts. 
between the factory employees, who would have liked to see the trade com- 
petitive even if it meant lower wages, and the outworkers, who were prepared 
tpdaetnenetongied the tistwesbonnuved: 

-Qecasionally, the story touches national trends, but even the boom of 


island of stability (and even of declining population between 1861 and 1871) 
ima sea of change. Even Charles Bray, the local philosopher, is a progres- 
sive-only:after the pattern of Owen, and as with Owen, his influence is not 
an ingredient of success in the structure with which he is directly connected, 
»oUMir, Prest’s volume is to be welcomed as a most useful case study to add 
to’ the: growing list of books which teach the historian to be careful when he 
generalises about the growth of industrial England. One is grateful for the 
fact that he manages to keep the details as well as the pointing of the moral 
to a very readable minimum, and to resist the obvious temptation to blow 
up the great amount of material at his disposal into an indigestible compila- 
+ atl D, E. GC. Eversiey 

University of Birmingham. 
Guinness’s Brewery in. the Irish Economy, 1759-1876. By P. Lyncu and J. 

Vaszey. (London: Cambridge University Press, 1960. Pp. viii + 

278... 35s.) 

Tis volume comes appropriately soon after the celebration of the firm’s 
bicentenary, and will be followed by a second. volume (by Professor S. R. 
Dennison of The Queen’s University, Belfast, and Dr. Oliver MacDonagh) 
covering the period since 1876... The firm is to be congratulated on its 
choice of the director in charge of the history, Dr. A. H. Hughes, and on its 
choice of authors. All deserve congratulation for their skill in settling the 
demarcation line at 1876. It is perhaps ironical that, whereas in this earlier 
period Guinness’s growing strength was linked with its ability to concentrate 
on a single product, namely porter (vide on p. 8: “ Today April Ist 1799 
was brewed ithe last ale brew”), to-day its struggle, not for survival but 
for further growth, is based on links with ale and other “ outside ” interests, 
while porter is rapidly disappearing from the affluent pub. It is perhaps an 
additional irony that it was in 1876 that Edward Cecil Guinness bought 
out his brother Arthur and became sole owner. 

_ » This book takes its good place in the sequence of studies of selected in- 
dustries or firms or families, which have not only written an interesting and 
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entertaining chapter of history, but have also, by their examination of the 
and outstanding to our faint perception of why the thing ticks. Incidentally, 
there is no indication that at any time that fabuious animal formally called 
“economic policy,” and more familiarly called “ political interference,” 
had anything to do with the firm’s fortunes, save for some rather erratic 
changes in tax-rates before the Union. 

The dominant question is why Guinness’s secured a preponderant position 
in Dublin, and even in the British Isles as a whole and the export trade, that 
none of the English brewers achieved. The “ external” answer to this 
question is given in the book’s examination of the economic background, 
which offers many views on the growth and decline of Ireland’s eighteenth- 
century economy which often differ from those hitherto accepted. In par- 
ticular, the authors insist on the co-existence in Ireland of two separate 
Belfast to Cork, and the primitive or subsistence one in the hinterland. The 
former was closely integrated, socially and politically as well as commercially, 
with the similar cash-using economies of Great Britain and the Continent. 
The latter was isolated, stagnant save in the matter of population and hardly 
cash-using. Between the two there was little contact, save that the latter 
provided a reservoir of labour for the former. The subsistence economy 
foundered in the Great Famine, and thereafter the invasion of the whole 
structure by the cash-economy proceeded rapidly. 

It is possible that the authors over-emphasise this cleavage, and that 
their views on the causes of decline in both the Irish cash-economy and the 
subsistence-economy after 1815 are disputable, but there can be no doubt 
about the phenomenon, nor about its significance for the fortune of James’s 
Gate. In the early period, until well into the nineteenth century, Guinness’s 
sales outside Dublin and its immediate surroundings were mainly in Eng- 
land, and indeed the movement:of the brewery to Holyhead was at one time 
contemplated. It was this English trade which permitted that specialisation 
on porter in 1799, the resultant economies from which contributed powerfully 
to the development of Guinness’s preponderance. Sales in rural Ireland 
began to become significant only after the collapse of the subsistence economy, 
after the country was opened up by the canals and still more by the railways, 
and with the help of the restriction of illicit distilling. 

» The “ internal” answer to the question asked above lies chiefly in the 
character of the Guinness family. Long-lived and prolific, every generation 
produced one or more members of high capacity, not only in business 
methods but also in choosing able lieutenants, who spent long lives in the 
the authors point out the valuable “ promotion work ” done by the firm’s 
agents in England and Ireland. The sketches of the characters of the lead- 
ing members of the family and of the firm’s staff are admirably done. 





ie "Thesbook is altogether a fine piece of work and adds greatly to our 
: of Irish history and of how a great firm such as Guinness’s 


G. A. Duncan 


Economic Thought and the Irish Question, 1817-1870. By R. D. C. Brack. 
(London: . Cambridge University. Press, 1960. Pp, xiv + 299. 
ag) 30s, 6d.) 
» Dr. Brack has established his position as the authority on the docu- 
mentation of economic thought in and about Ireland in the nineteenth 
century, This volume caps carlier studies. The bibliography alone (44 
pages)is a thorough and indispensable work of reference for all who delve 
into’ Ireland’s economic history, which has been as tangled and pointless as 
her political commotions. I am peculiarly gratified to learn that the 
Rockefeller Foundation has given Dr. Black a grant for cataloguing Irish 
economic pamphlets. 

The field over which Dr. Black has taken command is a tantalising 
one. The tragic anomaly of Ireland’s economic experience in the nineteenth 
century excited not only strong emotions, often misdirected, of anger and 
compassion, but also keen intellectual interest. As Dr. Black has shown 
elsewhere also, Irish economists in these difficult times contributed a flow of 
fruitful ideas to the growth of economic philosophy, a flow certainly fertilised 
in part by their anxious consideration of their country’s circumstances. The 
bibliography shows how many acute economic intellects from elsewhere also 
applied themselves to the Irish paradox. The continuing interest of foreign 
scholars is exemplified by Professor Viner’s foreword to this book, and 
Professor Fetter’s work on the Irish currency. 

One could hardly assert confidently that the efforts of the labourers in 
this corner of the barren vineyard of economics were crowned by successful 
*“ explanations of the past" or “‘ lessons for the future.”” It is indeed clear 
from Dr. Black’s analysis that the serious students found themselves baffled, 
and that Dr. Black feels that they were correct. The clue is to be found in 
generalising the last three sentences of the book: “In this respect concern 
with the problems of land-tenure tended to prevent consideration of the prob- 
lems of land-use to a striking extent in nineteenth-century Ireland. Writers 
sympathetic to the tenants were always inclined to attribute all their faults to 
the manifest injustices under which they suffered and to gloss over the fact 
that many of them had a fair share of stupidity and cupidity, which no land- 
reform would necessarily have altered. While, therefore, the policy actually 
pursued in Ireland . . . may merit ample criticism, it deserves to be pointed 
out that, while it would have been possible to design and carry out a better policy, it 
could never have been easy ”’ (italics mine). 
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of “ economic policy-making ” in a given historical context. In fact, there 
was no “ economic policy,” any more than there is in our contemporary Irish 
Republic, or United Kingdom, or United Arab Republic. It is indeed a 
matter of the most abysmal doubt whether there exists any such thing as 
“economic policy,” saving always the two cases of specific reactions to 
specific problems (for‘example, the Irish ‘land legislation),’ and war (for 
example, territorial waters and “ protection ” in all its forms). 

Against the specific tragedies and grievances of the Irish scene the admini- 
stration reacts—often reluctantly, in response to violence, inconsiderately, 
too little and too late, unintelligently according to hind-sight and so on. 
Within the short period of vision vouchsafed to any of us, the reactions were 
rational and humane attempts to meet current problems of historical origin 
within the framework of contemporary knowledge. In poor relief, medical 
service, education, land-reform and other fields, Ireland was a proving- 
ground whereon many of the staple mechanisms of the “ welfare state ” were 
tried out against the background of a society which was really poverty-stricken, 
in grievous contrast with the “ affluence ” of the 1960s. 

Perhaps Dr. Black liked his terrifying task of wading through the masses 
of literature, much of it dope, within his net, He has succeeded admirably 
in reducing it to a systematic and intelligible pattern, a task one might have 
thought impossible. It emerges clearly that the intellectual approach resulted 
always in a “ solution ” toa particular institutional problem; that many of the 
solutions proposed found their way into legislation, of which the chief monu- 
ment is Wyndham’s Act; that the legislative solutions were sensible within 
an economic matrix; and that they failed to realise the hopes of their 
proponents. 

Nowadays, of course, it is common form among “ progressive” economists 
to deny the validity of any economic matrix, and to substitute some kind of 
political divinity to shape our ends, but the Victorians had not sunk to that 
depth of defeatism. Why were their reasonable expectations—of an 
expanding economy based on peasant proprietorship, free access to demand- 
ing markets, abolition of inhibitions and privileges, stimulation of accumula- 
tion—defeated? Dr. Black’s period ends on a note of promise, a hope that 
seemed during the succeeding generation to be fulfilling itself—but the dan 
vital was exhausted before 1914. The “why?” with which Dr. Black’s 
authors struggled is still with us, under the different verbalism of “ under- 
developed areas.” In nineteenth-century Ireland well-meant and intelligent 
corrections of institutional “ injustices ” failed to produce the happy results 
their authors expected. Why? The answer suggested by Dr. Black’s study 
is that both students and practitioners omitted the critical element of interest 
in life. It is not fair to say they left it out: they assumed it was 
whereas it was absent. The really shocking thing revealed is the absence of 
any vivida vis animi in the population concerned—and still more shocking is 
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the realisation that this is precisely the point of failure of current attempts to 
treat ““under-development ”’ institutionally by massive “‘ investment.” 

‘ois Black prescats his book as.a “ case-study of the relations between 
economic theory and economic policy.” At first sight, accepting ‘‘ economic 
policy.” in its current meaning of an haphazard collection of pressurised 
decisions remotely related to an indefinable objective, this is all right. Dr. 
Black goes further, and has made his case, namely, that systematic economic 
thinking in the nineteenth century had a measurable mfluence on political 
detisions relating to Ireland. We can only regret that the measures taken, 
well-intentioned though sometimes wrong-headed, failed of their intended 
effect, and think somewhat wryly of the present-day import of the Irish 
Parliamentary Party’s slogan that economic improvement was to be depre- 
ee ene ee enenrenanens iegeaneneagpattntly intehet 
pis coche 
. i G, A, Duncan 


»: Among the. Late Victorians. By H. Avusunev. 
i lew York: ia University Pvess, 1960 (London: Oxford 
__. University Press, 1961). Pp. x + 403. 42s.) 

Tue enfranchisement of the working classes in 1867 and 1884 and the 

advent of a persistent economic crisis in 1873 created unique circumstances 
in, which social critics of all kinds could breed and flourish. Late Vic- 
torian England thus became the golden ag? of reformers, “‘ Never since 
the Puritan Revolution,” claims .Mr. Ausubel, “had such an intensive 
re-examination of the structure and processes of English society taken 
place.”’ ..His study sets out to describe this social and political re-examina- 
tion, and. draws its evidence from a most impressive array of manuscript 
material... Both in its theme and in its sources this book promises much. 
»» But that initial promise is,not fulfilled. Partly this is due to Mr. 
Ausubel’s method. He spends most of his time describing the content 
rather than evaluating or explaining the social criticism of the day, and 
does this by quoting extensively from letters written chiefly by contemporary 
literary and political notabilities, As, however, the objectives of Late 
Victorian reformers were so manifold, and have naturally to be set in their 
context, the twenty-one chapters of this book, covering social, religious, 
intellectual, economic, political and imperial themes, can do little but 
recount familiar events and garnish them with contemporary comment. 
Sometimes these observations do throw fresh light on famiiiar scenes and 
attitudes——especially those concerning fears of German and American 
economic..competition, the internecine strife among Irish Home Rulers 
and. the influence of Henry George. But on the whole this book adds 
disappointingly little to our knowledge of the period. 
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Nor does. it much enhance our understanding. For Mr. Ausubel 
seems too overwhelmed by the task of arranging his complicated jig-saw 
of quotations to do much in the way of judging the results. At times this 
book becomes a mere string of quotations or paraphrases, joined together 
by extraordinarily naive remarks from the author. Indeed, Mr. Ausubel 
seems so loath to discard any morsel of information which he has discovered 
that his book is overloaded with trivial personal titbits, unnecessary historical 
retrospects and much irrelevant fact. This is all the more irritating in 
that the author spends so little time discussing or proving some of the more 
profound issues which his work raises. . 

Its very title, Jn Hard Times, poses a question which the author does not 
consistently explore. Were Late Victorian times so uniformly hard, so 
persistently and. generally full of distress as Mr. Ausubel would have: us 
believe? Using literary evidence, the inherent bias of which he never 
discounts, Mr. Ausubel describes the economic history of the period in 
terms of a Great Depression between 1873-96 and a period of recovery 
thereafter—though these concepts have been very seriously qualified, if 
not actually exploded, by recent historical work. Instead of closely relating 
various reform movements to the complicated and variegated economic 
realities of the time, Mr. Ausubel invokes a vague “ general distress ”’ which 
afflicted -all sections of society during the period. Though he admits 
occasionally that the working masses improved their standard. of living, 
he scarcely considers the implications of this fact (and the setbacks suffered 
by the workers after 1900) for his thesis or his title. But then the opinion 
and experience of the working classes play a surprisingly small part in a book 
which purports to describe a situation caused by their emancipation and 
sufferings. 

Still more surprising is Mr. Ausubel’s handling of the organisation and 
achievements of his reformers. Matters of organisation have no interest 
for him. “Thus we hear nothing at all about that unique and highly im- 
portant effort towards concerted social action—the Social Science Associa- 
tion, formed in 1857 and surviving until 1886; and nothing is said of the 
methods, mood and technique of social reform typified in the Charity 
Organisation Society. Charles Booth, whose work opened up new lines 
of social analysis and exercised a profound reforming influence, gets just 
one, purely incidental, mention. 

Similar idiosyncrasies mark Mr. Ausubel’s summing up of the achieve- 
ments of Late Victorian reformers. “They made it a good old English 
habit to expose ‘abuses and agitate for change,” he claims. But what of 
the legions of reformers in the period 1830-67? Surely the habit of self- 
criticism was ingrained long before Victoria’s reign reached its half-way 
mark in 1869? “ They compiled an impressive record of achievement,” 
he says. But did they? Even if we count the Gladstone—Disraeli reforms 
as Late Victorian, many of them (on health, housing and factory affairs, 
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forexample) had been propagated by Mid-Victorians, and certainly cannot 
be:put tothe credit of Mr. Ausubel’s Late Victorians. “‘ Judged by any 
valid historical standard,” he writes, “they stand out as a remarkably 
successful lot.” But do they? ‘Can the reforms of the 1880s and 1890s 
really compare with those of 1830-50 or those of 1906-14? Surely one of 
the most obvious features of Late Victorian reformers was their lack of 
success; socialists, Home Rulers, single-taxers, secondary educationalists, 
protectionists—none of the groups described in Mr. Ausubel’s book had 
achieved its principal objects by the time of the old Queen’s death. How 
can the twenty odd years beforehand be called an “age of fulfilment ” ? 
Mr domed never explains the discrepancy that while the Late Victorian 
years of so-called “ depression ” saw relatively little fundamental reform, 
the ensuing Edwardian—Georgian epoch of so-called economic “ recovery ” 
witnessed something of a social and political revolution. But this is not 
surprising considering his treatment of the years 1901-14. Characteristically 
Pe ene nr 

these years of constitutional upheaval, international menace, 
sat ealiiatadiadnoatencteah-dackoeas Sthengened ot>rpunas apathy ” 
and “ indifference ”! 

‘These few examples illustrate the historical insight of this book. 
R. J. Lampert 

Sidney Sussex College, 


American Economic History. Edited by S. E. Harris. (New York and 
London: McGraw-Hill, 1961. Pp. ix + 559. 62s.) 


Tus book is described by its editor as “‘ a handbook volume on American 
economic history.”” Apart from being an anthology, it is an unusual hand- 
book in two ways. First, there is the general arrangement of subject matter. 
This is in four parts: Major Issues; Issues of Policy; Determinants of 
Income; Regional Growth. The first of these sections deals with such 
matters as innovations, structural changes and trends. The second and 
third parts, however, are not very distinct, a chapter on Economic Fluctua- 
tions, for example, appearing under Broad Issues of Policy, while another 
chapter on Natural Resource Policies is included under Determinants of 
Income, Nevertheless, all important topics usually covered in a text-book 
of economic history appear somewhere, and the arrangement, obviously by 
an economist, is a hopeful new line of approach. The second peculiarity of 
the book is its time-span. American economic history here means the history 
of the United States. There is nothing on the years before 1790; and as the 
authors have for the most part a fondness for using time-series, there is a good 
deal more on the years after 1850 or thereabouts—=still more on the years after 
1900-——than on the years before. 
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As a text-book, is American Economic Hisiory likely to serve a useful purpose? 
Certainly it will. But, like all text-books, it has its weaknesses. Abandon- 
ment of the general historical sequence of events makes a grasp.of the general 
course of development more difficult. Thus the student who reads about 
the “ crime of 73 ” in Chapter Four must wait until Chapter Thirteen (on 
labour movements; where he would hardly be likely to look) and Chapter 
Fifteen (on agriculture) before he can form any reasonably comprehensive 
idea of what all the fuss was about. Also, it is not quite clear what type of 
student the authors have in mind. Some of the “ economic ” 
are exceedingly elementary—so elementary as to suggest that readers are 
expected to have no previous knowledge of economics. Such readers, how- 
ever, are not likely to find the chapter on money, or Dr. Achinstein’s very 
business-like chapter on Economic Fluctuations, at all easy to digest. Most 
surprising, the coverage, while general, is distinctly uneven. A fairly elemen- 
tary but exact chapter by Professor D. C. North on international trade fills a 
gap which is often rather obvious to non-Americans in American economic 
histories. But there is very little indeed on industry. And two very thought- 
ful but also very long chapters on labour by Professor Ulman make this 
omission the more noticeable. 

Despite these reservations, this is a very interesting supplement to the 
more orthodox volumes. Every chapter is very competently done, though 
not all read as pleasantly as Professor Peck’s stimulating chapter on trans- 
portation. Tables of figures are plentiful and up-to-date—anyone wishing 
to lay hands quickly on the more obvious kind of data will find no more 
convenient source than this book. The chapters bring together a lot of 
interesting information and comment. And each chapter ends with a con- 
siderable and admirable list of references. 

A. J. Youncson 

University of Edinburgh. 


The Crown and the Money Market, 1603-1640. By R. Asuron. (London: 
Oxford University Press, 1940. Pp. xvi + 223. 25s.) 


Dr. AsuTon’s study is important for two reasons. It makes a valuable 
contribution to our technical knowledge of seventeenth-century public 
finance: and it helps to unravel yet another theme in the involved counter- 
point that led up to the civil war. Briefly his argument is that in 1603 
there entered upon an already developing money market of private 
borrowers and lenders a needy borrower seeking funds on a scale that 
created new problems and new methods of mecting them. This was the 
King, and his needs were of two kinds: to anticipate those fluctuating and 
irregular sources of income that were actually his, and increasingly, to 
borrow money to bridge the gap that was growing between his revenue 
and his rising expenditure. Both types of loan made demands far greater 





os lime agice. Hence the appearance of collec- 
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| _ tive lenders. syndicates and groups, cach member of which in turn raised 


other individuals: in a crude sense, bankers. 
OF these the Customs Farmers were to be the most permanent, and 
their function was consecrated by James’s decision in 1604 to vest the greater 


was rewarded by bad faith and double dealing. The combination of 
bribery, bullying anc sharp practice employed by James and Charles in 
their relations with the City go some of the way to explain the relations of 
Gown end City on the eve of the civil war. By then, the royal credit 
had touched bottom, and in 1640 the Corporation refused to lend any 
moreuntil Parliament had been summoned. The hand-to-mouth finance 
of father and son was at an end. Herein, as Dr. Ashton says, lay “ the 
germs of parliamentary control of the government’s ability to borrow.” 
Vet, as always, the pattern of political alignment was not simple. The old 
story of a straightforward, natural and mutual antagonism between Crown 
and City does not survive Dr. Ashton’s rigorous analysis. There was also 
“a significant and powerful minority in the London business world 
possessing a compelling interest in the survival of the old regime.” 

Time was when historians were inclined to regard the early Stuarts as 
the hapless victims of social and economic changes over which they had no 
control—-the price rise in particular. Professor Tawney’s recent study of 
Cranfield went a long way to discredit this view and to emphasise the 
uncontrolled extravagance that exaggerated the royal problems and 
worsened relations with almost everybody. Dr. Ashton reinforces the 
case. Heavy borrowing was no longer confined fo situations of national 
emergency, save in so far as “ the very presence of James on the throne 
was emergency cnough in itself.”’. While the old foreign sources of loans 
dried up--Flemings, Italians and Dutch—the new lenders were English- 
men or at any rate naturalised. Englishmen. Their services were indis- 
pensable and, as they grew more so, the stronger became their hold on those 
privileges which only the King could dispense. The web of economico- 
political relations becomes ever more tangled, the consequences more 
unpredictable. Only the doubts and resentments grew, like the debts, 


This is, first and foremost, a study in public finance executed with a 
precision that leaves a reader confident that the work will not (as in some 
similar cases) need to be done again. The author does not push his con- 
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clusions too far into the political field. For the most part he is content to 
supply the material for the political analyst, making only tentative sugges- 
tions as to how it may fit into the pattern of political explanation. But 
here as elsewhere his suggestions are crisp and to the point. His earlier 
articles on public finance have already become indispensable to students 
of the early Stuart period. | itidee they ene liciaded ingo-e seppne atudly at ence 
fluent, masterful and definitive. 

Opler onan dens ba. sear; tele sceeinths ditemigation fat to aeabaieene 
the importance: of his discoveries to a point that seems to the reviewer 
unnecessarily modest. The xpedients with which he \is concerned are 
significant, he says, not.as the prototypes of modern credit institutions but 
“as the early stages of a process:of climination.”’ In: short, they do not 
anticipate the machinery of the national debt in its later form. In the 
strictest sense this is no doubt true. But in a more general sense the rise 
of deficit borrowing surely had a real, if indirect, significance for the future. 
The financial Vicars of Bray had made their appearance, and some were 
to survive in person the later changes of government and ideology. Customs 
farming continued into the later Stuart period. The national debt did 
not spring up unheralded by a process of trial and error. The multiple 
links that bound it to the past have not been studied closely enough to 
enable us confidently to eliminate from its antecedents the influence of 
these early experiments. He would be an unwise student of the later 
institutions who failed to take careful account of Dr. Ashton’s analysis of 


this embryonic system. 
Jesus College, 
Cambridge. 


The Machinery of Local Government. By R. M, Jackson. (London: Mac- 
millan, 1958... Pp, xii.4- 360,, 30s.) 

Financial Administration in Local Government. By A. H. Marsuatu. (London: 
Allen & Unwin for the Royal Institute of Public Administration, 1960, 
Pp. 392... 32s.) 

‘Tere is a very general impression that in Britain local authorities as 
independent entities are vanishing from the scene, swept into the vortex of 
central government control in the interests of fiscal policy and interlocal 
income redistribution.’ The two books under review here are timely re- 
minders that this is far from being the:case.. Not for nothing has local 
expenditure grown about two and a haif times since 1949, and local rate 
collections by about two and a quarter times. In spite of the loss of impor- 
tant trading services, their diverse activities have become still more widely 
spread as a result of post-war legislation in the fields of health and welfare 
services. 

Mr. Jackson’s book is a straightforward account of the structure of British 
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local government, written primarily from politico-legal point of view, and 
hence is of limited interest to economists, notwithstanding that his chapter on 
finance runs to 75 pages. In fact, the book contains very little analysis of any 
kind, and I should imagine that its main interest would be for readers on the 
Sontinent, where the spread of international investment in Common Market 
countries is raising complex problems due to the diversity of local government 
systems, and where consequently alternative solutions are being eagerly 

- Unfortunately for Mr. Jackson his book was written before the enactment 
of the important and far-reaching Local Government Act 1958. Dr. 
Marshall has the advantage over him here; but in general also his book is a 
much more substantial contribution. Indeed, there is scarcely any aspect 
of financial organisation and practice which is not discussed and illumined by 
Dr. Marshall’s treatment. Coventry, where Dr. Marshall has been for 
many years Treasurer, is unquestionably one of the best-run cities in the 
country. Its local government problems are of particular interest, both on 
account of the difficulties inherent in its rapid growth (implying that the 
great majority of its citizens are immigrants with no local roots) and also for 
its highly successful “ operation phoenix ” after the blitz. 

Dr. Marshall also has wide experience of local government overseas, in 
the Sudan, the West Indies and East Africa. He draws on his personal ex- 
perience with great penetration and admirable balance. Although the reader 
is confronted with nearly 400 closely reasoned pages which demand his full 
attention, the exposition is extremely clear. The chapters are kept short; 
each has an introductory summary and is then divided into subsections. 
One can hardly imagine a local finance committee or department in this 
country which would not benefit from Dr. Marshall’s book. This is even 
more true of councils and officers overseas, where the art of financial manage- 
ment is still often in its infancy. 

After an introductory chapter on the internal organisation of local 
authorities Dr. Marshall goes straight to the principles of financial organisa- 
tion. He emphasises here (and indeed throughout the book) the fundamental 
need for financial integration, for considering the plans and demands of each 
Department .as parts of a rational whole, and not as a mere aggregate of 

and often competing ideas. From this Dr. Marshall passes to con- 
sideration of the Finance Committee, its optimal size and membership, its 
relations to the Chief Financial Officer and the Council. Next come a 
group of important chapters on the Chief Financial Officer and his Depart- 
ment. It is strongly recommended that all but the smallest Authorities 
should have a separate Department charged with Finance. After discussion 
of the relative merits of organising this Department by function or by service 
it is concluded that the more useful breakdown is by service. Indeed, there 
are some advantages in a certain amount of functional integration, for 
instance of the financial control and accounting sections. 
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The next five chapters are in some sense the core of the book. They are 
concerned with the various aspects of the work of the Chief Financial Officer: 
as financial adviser, as accountant (including machine accountant), as 
internal auditor, in connection with costing and related matters and finally 
in relation to the financial responsibilities of the Clerk to the Council. 
Although Committees should be encouraged to work out the financial 
implications of their own plans, it is necessary for the Chief Financial Officer 
to have complete charge of the accounts. Only thus can (inter alia) an 
optimal division in the allocation of record keeping be made between the 
Departments and the Finance Department. 

This does not imply that it is not desirable to decentralise financial 
responsibility wherever possible; but the technical officers in the different 

ts should, however, be in close touch with each other and with the 
Chief Financial Officer, so that differences are ironed out before plans are 
put to Councillors. In this connection it is interesting that the O. & M. 
Department of the Treasury, when making a survey of the organisation of 
Coventry, recommended that each Department should have a Finance 
Officer more or less on the lines of Accounting Officers in the Departments 
of the Central Government. In large Authorities this should promote 
departmental responsibility, while ensuring that the Finance Department is 
fully and continuously informed, a state of affairs that occurs naturally in a 
small authority without the need for elaborate machinery. Deliberate 
ae cities ais ott aneeit ae eee since mechanisa- 
tion (especially the use of expensive electronic machines) inevitably tends to 
centralisation, in order to secure capacity usage. 

This section of the book is fc llowed by four chapters dealing with practical 
matters of a more routine nature: payment of accounts, collection of income, 
purchasing and contracting. The remaining section is devoted to the local 
budgetary process. Here Dr. Marshall has things to say which are impor- 
tant for any Authority, notwithstanding the great diversity in their size and 
complexity. Local budgets are complicated by the fact that the Authorities 
themselves are both legislative and executive bodies, unlike the Central 
Government. For Dr. Marshall a local budget is emphatically not just a list 
of Departmental activities added together (perhaps subject to a little pruning 
in the Finance Department if it looks as though rate poundages would have 
to be raised). The budget must be an integrated whole, at one and the same 
time a balanced plan and an instrument of control. Indeed, in view of the 
combination of executive functions and of accounts kept on an accrual basis, 
the local-authority budget has almost as much in common with that of a 
firm as with that of a governing body. 

Dr. Marshall believes strongly in the benefits of a separate current and 
capital account. For the former, which is the principal instrument of 
control, he recommends the great accuracy of cash accounting in the first 
instance; this can then be converted to an accruals basis. For capital works 
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Dr. Marshall recommends individual project records which show at a glance 
the extent to which progress is in alignment with planned costing and timing. 
It is in’ respect of longer-term capital plans that local-authority practice is 
found to be most deficient. They need to draw up capital estimates (which 
ate not, of course, appropriations) for a period of three or five years ahead. 
In fact, local authorities are already finding that they will get better results 
from the new General Grant if they do this. 

As will appear from the above, Dr. Marshall’s book is “ severely prac- 
tical,” and this is his avowed aim. But it is practical in the best sense of 
having a firm base in principle and experience. 

Ursuta K. Hicks 


Trade Union Officers. .A Study of Full-time Officers, Branch Secretaries and Shop 
Stewards. By H. A. Crecc, A. J. Kivuicx and Rex Apams. (Oxford: 
Basil Blackwell, 1961, Pp. xiii + 273. 32s. 6d.) 

Tus book draws attention to the large number of preconceived ideas in 
eurrent circulation concerning the number, quality, background, attitudes, 
duties and functions of trade union officers. Many of these ideas, it suggests, 
are based on no firm foundation of factual investigation. Consequently, 
the main objective of the study has been to discover the facts and set them 
down so that future discussion of the subject may be more informed. 

There can be no doubt that the study elicits a: vast amount of factual 
information which has not previously been ‘assembled. Nor can there be 
anything but admiration for the ingenuity and assiduity with which the 
authors have wrestled with the evaluation of their research. There are, 
however, so many variables in the overall pattern of trace union structure 
that it is difficult to isolate individual topics, even of the importance of those 
dealt with in this book, and draw fruitful lessons for reform from a compara- 
tive study. A more hopeful approach to the question of trade union reform 
may be that of overall study of individual unions on the lines of Mr. Clegg’s 
own book about the National Union of General and Municipal Workers 
published in 1954. 

The diversity of trade union structure is well illustrated by the problems 
which the authors faced in arriving at any satisfactory definition of the 
various categories of trade union officers with which the study deals. Certain 
types of trade-union officer, such as full-time branch secretaries, are to be 
found only in a few trade unions, even there not necessarily throughout the 
unions concerned, and it is sometimes not easy to say whether a particular 
category is full-time or not. The powers and duties of trade union officers 
vary with the form of union structure, for example, whether the branch is 
based on the works or on the locality. The interpretation of attitudes dis- 
closed by questionnaires addressed to the various types of trade union officers 
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and personnel officers in different unions and industries raises a host of 
problems in itself. The conclusions drawn by the authors are, however, 
usually plausible and, in any event, the bases for arriving at them are fully 
argued. 

Among the large number of topics affecting trade union officers on which 
conclusions are drawn and inter-union comparisons made, perhaps the 
point most closely pursued to a conclusion is that of the ratio, which varies 
considerably from union to union, of the average number of members to 
persons performing full-time trade union duties: Many reasons for this 
variation have been advanced. The authors conclude that the fundamental 
reason is the force of tradition and habit in each union; so that the number 
of officers has tended to determine the work done by them instead of the 
changing pattern of trade union work determining the number of officers. 

Other conclusions will be found more surprising and sometimes more 
controversia', for instance, that personnel officers prefer dealing with shop 
stewards (or other lay officials) rather than with full-time officers; that 
there is a sufficient source of supply of trade union officers; that post-war 
nationalisation has not denuded trade unions of officers; that rates of trade 
union salaries are not a deterrent to recruitment and retention of officers; 
that trade unions are not so bad employers as they are painted; that losses 
to trade union recruitment of full-time officers as a result of higher education 
are exaggerated. On these topics, however, as on others, not only the 
conclusions but also the facts and the arguments on which they are based are 
set out in the book; the reader has the material on which to concur or dissent, 
and that is what the authors set out primarily to supply. 

It is a tribute to the personal qualities of the authors that they have been 
able so largely to overcome an obstacle which hampers many who seek to 
investigate trade union affairs—the securing of trade union co-operation. 
The evidence which appears in the book itself of the limitations imposed on 
authors by respect for confidentiality of information is a price worth paying 
for what is disclosed. 

H. S, Kirnxatpy 


Queens’ College, 
Cambridge. 


Breakaway Unions and the Small Trade Union. By Sumiey W. Lerner. 
(London: Allen & Unwin, 1961... Pp. 210. 25s.) 


Tus book deals with conflict in trade union organisation. On the one 
hand, there stands the principle, believed by some to be a fundamental 
human freedom, of the right of the worker to form and join the organisation 
of his own choice. On the other hand, there rests the practical aim of pre- 
venting the fragmentation of the trade union movement which may render 
it ineffective for achieving the purposes of organisation. The conflicting 
forces surrounding these two concepts of trade unionism are here examined 





in relation both to general principle and to case studies of the Chemical 
Workers’ Union (“‘ The Small Trade Union”) and the United Clothing 
Workers’ Union and a number of seceding unions in the Post Office (“‘ The 
Breakaway Unions ”). 

- The causes leading to separatism—if one may employ a neutral term to 
cover all cases whether officially “ breakaway "' or not—are various. In the 
cases here dealt with they include differing conceptions of organisational, 
political and industrial aims of trade unionism, racial and religious conflict, 
clash of strong personalities, but perhaps above all the desire of specialist 
groups not to be submerged, neglected and outvoted as members of industrial 
and general trade unions. 

‘The forces arrayed against such efforts at separatism are formidable, and 
are effectively illustrated by the cases here dealt with. The forces include 
the opposition of established trade unions, powerfully reinforced by the 
resolutions of the Trades Union Congress; failure to secure recognition from 
employers often, though not always, because of the opposition of the estab- 
lished trade unions; and a consequent failure to secure local or national 
negotiating rights on behalf of their members. Faced with such forces, it is 
hardly surprising that the mortality of breakaway unions is high, and many 
have vanished without a trace. The emergence of breakaway unions has, 
however, served often to provide the impetus to trade union reform designed 
to deal with the originating causes of the breakaway. This is seen to some 
extent in the study relating to clothing workers, and particularly in that 
relating to Post Office engineering workers. 

The case of the Chemical Workers’ Union is rather different, both in 
origin and solution, from that of the breakaway unions. Officially it is not 
a breakaway union, although it has been so described and so treated by some 
of the more powerful unions in the field which it seeks to organise. It was in 
fact a member of the Trades Union Congress for a short time in the 1920s, 
but it withdrew on organisational grounds, and eventually lost most of its 
national negotiating rights. The story is here told of its struggle in face of 
massive trade union resistance for re-affiliation to the Trades Union Congress, 
which it achieved in 1945, and for national negotiating rights, which is not 
yet solved. 

Dr. Lerner discusses various ways in which the conflict which she 
describes in her book and the harm which it does to the trade union move- 
ment could be remedied. The one she favours is a form of decentralisation 
of trade union structure and negotiation with a view to removing the causes 
of trade union fission and fragmentation. It is clear that the trade unions 
must do something to reform the organisation and powers of the branches, 
which have become the critical level of many trade unions. Whether the 
exact solution proposed by Dr. Lerner—and particularly the proposal for 
local agreements—might not create other, if not worse, ills has been debated 
elsewhere and need not be pursued here. 
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Dr. Lerner’s search for means of removing the causes of secession is 
certainly a more hopeful approach than would be any endeavour to secure 
rights for those who do secede. The rules which the trade union movement 
has established for governing inter-union relations are a powerful force for 
preserving existing spheres of influence and maintaining the status quo. 
There appears little likelihood of the trade union movement voluntarily 
according recornition and rights to groups, large or small, which desire to 
secede from the cxisting trade union set-up. Without such rights and 
recognition, seceding groups seemed doomed to failure as an effective form 
of organisation. 


Queens’ College, 
Cambridge. 


H. S. Kirxatpy 


Ownership, Control and Success of Large Companies. An analysis of English 
industrial structure and policy, 1936-51. By P. Sarcant FLoReEncE. 
(London: Sweet & Maxwell, 1961. Pp. xiv + 279. 63s.) 


Any study which emphasises the wide diversity among large companies 
is to be welcomed as a corrective to the prevalent picture of the giant cor- 
poration, controlled entirely by its managers with attendant hordes of 
Organisation Men, as the archetype of coinpany organisation. Professor 
Florence’s sample of companies, whose fortunes and ownership pattern he 


compared in 1936 and 1951, consisted of 315 industrial and commercial 
companies and 35 breweries, comprising all companies with issued capital in 
1951 of £3 million or over and a proportion of those with issued capital of 
over £200,000 and below £3 million. All the data collected were from 
sources available to the public. 

This restriction to publicly available information is both the strength and 
the weakness of the first part of the study, which seeks to identify the probable 
seat of control in each company. It is a strength because the data obtained 
are comparable between companies, but it is a weakness because the records 
used, the share registers filed at Bush House, are not designed to produce this 
kind of information. The main indicator used to identify the seat of con- 
trol is the percentage of votes controlled by the largest twenty shareholders, 
with a subsidiary classification of these shareholders into four categories— 
persons, other companies, institutions and nominee companies. A further 
criterion is the percentage of total votes held by directors by virtue of their 
shareholdings. Companies are then graded into a spectrum according to 
the possibility that a group of large shareholders could exercise control. 
The grading can, of course, depend only on the possibility of owners’ con- 
trol, since there is no means of telling whether the bloc of large shareholders 
acts in concert or not. 

Both nominees’ and directors’ shareholdings present obvious difficulties. 





Professor Florence is undoubtedly right in claiming that nominee companies, 

of the larger banks, hold shares in any one company for large 
numbers. of different beneficial owners. But there remains the possibility 
thai exceptionally large nominee holdings will contain one single holding of 
sufficient size to be of relevance to control, as well as a multitude of smaller 
holdings. . The total of votes controlled by shares registered in the individual 
names of the directors likewise gives only a minimum estimate of their total 
voting power because of the possibility of untraceable shares held by mem- 
bers of the family or in family trusts, the votes of which are in the director’s 
pocket. 

These are difficulties inherent in the nature of the source material, and, 
although they make the allocation of many individual companies to any 
one category of control doubtful, they do not invalidate the exercise. They 
merely mean that only a mirimum estimate can be given of the number of 
large companies in which a determined group of owners, if it were so minded, 
could exercise effective control. This makes the identification of one-third 
of the companies in the sample as probably owner-controlled or marginally 
so in 1951 all the more impressive. The declining trend in the proportion 
of votes controlled by the twenty largest shareholders between 1936 and 1951 
is also of interest: over the sample as a whole the proportion dropped from 
30% to 19%. 

Professor Florence uses his analysis of ownership and control when he 
comes to consider the dividen’ policy of the companies in the sample. The 
main results, showing a close relationship between dividends and net assets 
and the residual nature of undistributed profits, have been published else- 
where, but this book gives an interesting correlation between the relative 
dividend levels in different industries and the average degree of owner- 
control. This comparison establishes that high dividends are associated 
with industries containing a high proportion of owner-controlled companies, 
and that low dividends are more likely where managers can be presumed to 
be in control. 

The remainder of the book is concerned with the fortunes of a shareholder 
in the sample companies who bought his shares in 1936. There is nothing 
in this section which will be new to those who have read Professor Florence’s 
articles in the journals, but it is convenient to have the scattered material 
brought together and related to the main study. As a result of this study 
and of recent work by other writers, a reliable coi pus of information about 
the behaviour of equity prices in this country has been built up. It can 
now be taken that the last declared dividend is the most potent influence in 
determining share prices, and that income gain and capital gain are asso- 
ciated and not to be looked for in two different types of share. 

Professor Florence gives us so many statistical measures that it may seem 
ungrateful to ask for yet one more. His concept of dividend gain as the 
total of dividends distributed over the period of the holding is obviously 
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relevant in measuring a shareholder’s total gain from his investment, but 
not all shareholders who look to their shares for continuing income rather 
than capital gain on realisation are indifferent about the distribution of that 
income over time. We know that a person who bought Professor Florence's 
“ basket ” of shares in 1936 would not have had a complete hedge against 
inflation in capital value by 1951. (A rough computation suggests that he 
would have had to wait until 1960 before he could have broken even in real 
terms on realisation.) Could we not also know how the growth in his annual 
income would have measured up against the rise in the price level year by 
year? 


Department of Applied Economics, 
Cambridge. 


Je Ru S. Revere 


Postwar Economic Trends. _ Edited by R..E, Freeman. (New York: Harper 
& Brothers, 1960. Pp. viii + 384,. $6.) 

In this book the head of the Department of Economics at M.I.T. and 
eleven distinguished colleagues set out to review economic trends in the 
United States since the end of the Second World War. The discussion is 
generally handled as expertly as one would expect from a group of this 
calibre. There is relatively little new or original material in the collection: 
it was not apparently the intention of the authors to break new ground but 
rather to summarise and review work done by themselves or others elsewhere. 
The result is a book that contains few surprises for those who are already 
familiar with the subject matter, but which would be extremely useful to 
anyone seeking a first insight into those features of the post-war American 
economy that are treated here. Several.of the chapters contain most valu- 
able and voluminous references to other studies in the field. 

The picture that emerges is of a country going in for suburbanisation 
and the welfare state (Rostow); a country with less income inequality than 
before the war (Solow). Industrial autocracy has given way to a constitu- 
tional system of labour~management relationships (Siegel and Myers). 
Product diversification has forced the large centralised corporations to de- 
centralise (Chandler). Countries, such as the United States, in which big 
business is dominant are more likely to maintain social peace than the strong- 
holds of small business (Adelman). Despite mistakes, the Federal Reserve 
System has, on the whole, exerted a stabilising influence (Freeman); but 
governments in the United States cannot claim much credit for stabilising 
the economy by fiscal policy (E, Cary Brown). The demand for funds for 
capital expenditure has been unusually large, and 75°% has been financed 
from internal sources (Shapiro and Mendelson). Leontief notwithstanding, 
the United States is capital abundant and labour scarce; and capital’s in- 
terest in higher exports is reflected in a shift in United States policy from 
protectionism to freer trade (Kindleberger). Finally, American economics 
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is now first rate, and Cambridge, Massachusetts, is second to none both in 
and in the quality of economic thought (Samuelson). 

One of the oddest things about this 384-page book on post- -war economic 
siidiesdet the Ulead Sentes:is that nowhere are we told what precisely made 
the United States economy tick in the post-war period. How were the 
stagnation and decline of the 1930s thrown off? What were the factors 

- for economic growth? What has happened to the underlying 
cyclical forces? Most surprising of all—anot a single word is said anywhere 
about the rising trend in unemployment, the slowdown in the rate of growth 
and the increasing gap between output and capacity since 1953. Indeed, 
the only two references to the word “ unemployment ” in the Index relate 
to statements that the unemployment of the 19303 was dissipated during the 
war, and that 1945 predictions of mass unemployment after the war turned 
out to be wrong. Professor A. F. Burns has said that “every sustained 

wave that occurred between 1939 and 1954 was heavily influenced, 
if not dominated, by war finance or its sequela.”” The period since 1954 
offers little evidence thus far that the private sector has been able to take 
over where the Government left off. Does recent experience mean that 
there is insufficient vitality in the private sector to overcome the drag of a 
government sector that is no longer expanding? None of these really 
critical questions are touched upon in the book. Nor is there any signi- 
ficant discussion of growing United States concern with the balance-of- 
payments position, although perhaps this is too recent a development to 
have been taken into account. 

The nearest we get to a consideration of these matters is in Ralph E. 
Freeman’s study of monetary policy and E. Cary Brown’s analysis of fiscal 

. Neither is very reassuring. While Freeman feels that monetary 
policy has done more good than harm, he doubts whether monetary con- 
trols are very effective unless used drastically. E. Cary Brown is scathing 
about post-war fiscal policy and even more about fiscal policy-makers. 
While the data available to the Government have improved, ‘“ with the 
improvement in knowledge has come increasing ability to distort.’’ There 
has been deliberate “ official rewriting of economic history. ‘The economic 
reports of the President . . . are, unfortunately, quite worthless as descrip- 
tions of the course of fiscal policy.”” At the same time “ discretionary fiscal 
policies cannot claim much credit for stabilization operations over this 
period . . . we cannot take it as obviously true that a properly stabilizing 
fiscal policy will be undertaken.” A fortiori, one suspects, it cannot be 
taken for granted that fiscal policies will necessarily help to promote a more 
rapid rate of growth. Whether the writer would change his mind now that 
several of his colleagues are in Washington is not clear, but the impression 
given is that the troubles are deep-seated and would not necessarily respond 
to limited changes in personnel: “‘ There seems little that can be done,” 
he says, “ to suggest remedies for this situation.” 
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Professor Samuelson gives a potted history: of “American “economic 


thought. The early American economists were “ optimistic,” “ theologi- 
cal,” “ protectionist ” (or “ nationalistic”), “ pro-business, conservative ” 
and “ anti-theoretical ; above all, they were “amateurs writing in a 
provincia! backwater.” To-day American economics is “first-rate.” True, 
the “ profttstensiivation: of ecimontien-uaty ‘heave: had ‘as -cat'cf 6 ‘by-ppe- 
ducts a toning down of radical feelings,” but it has “* greatly improved its 


analytical quality . . . what was lost in originality was more than com- 
pensated for in vogency.” * - Much of the credit for this is due to the awarding 


of Ph.D. degrees. ‘I was forced to the view that the absence of a com- 
prehensive Ph.D. program may be the curse of economics abroad... . If 
the Ph.D. program had never existed, we should now have to invent it—for 
the simple reason that it gives us the excuse to carry on advanced instruction in 
economics.” 

Many issues are raised by Samuelson’s fascinating and controversial 
exposition, but it must suffice to take up two of them. First, one wonders 
whether “ advanced instruction in economics” has been made necessary 
by developments in the subject matter, as Samuelson believes, or by limita- 
tions in the system of education. Bearing in mind such phenomena as the 
extraordinary popularity of the American paperback Why Johnny Can't 
Read, the need for spoon-fed Ph.D. courses in economics may simply reflect 
the failure of the previous ten years of the student’s education to equip him 
for independent thinking and study, with the result that B.A. standards are 
too low. Is it not possible that in the “ affluent society ” education has 
become much too flabby and easy-going ? 

The need to spoon-feed men in their twenties may also have something 
to do with the “ loss of originality ” to which Samuelson refers. And here 
one must ask—is it true that added cogency has more than compensated 
for loss of originality? In fact, can anything more than compensate for loss 
of originality? Can an electronic computor replace the creativity of new 
ideas—there is nothing more cogent than an electronic computor. Or are 
we perhaps confronted in economics as in other fields with what Sir Charles 
Snow has called the “ euphoria of gadgetry”? Above all, where is the 
humanity of the new American economics; and why must “ the full-time 
study of economics ... make for a reduction of Utopian ardor”? It 
would, perhaps, be more correct to say that while the ardour has disappeared, 
economics still deals in Utopias—such as the Utopia in which present-day 
feudal societies are a special case of perfect competition. It is primarily the 
character and purpose of the Utopia that have changed, with politics and 
the times. 


Cambridge. 


S. Dei 
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o$ Bri vith Con nis t Co athlon: “By A. Nove and D.. DonneE.y. (London: 
: or he nit of ooo Ay 1, Pp. 183, 


Tue ‘iinlead diekiein of labour between the two authors of this book 

squires Mr: Nove to deal with the economics and Mr. Donnelly with the 
mechanics of trade with Communist countries. The two contributions, 
however, as if to demonstrate the excesses of unplanned Capitalism, are very 
imperfectly co-ordinated. Not only does the one make no reference to the 
other but the two give every evidence of independent gestation. This is a 
pity. For whereas Mr. Nove’s essay—it is hardly more—would have made 
an admirable tract, its argument is diluted by inclusion in this larger volume ; 
while at the same time Mr. Donnelly’s contribution is so overshadowed by 
Mr. Nove’s that he may fail to reach readers who want to know how to do 
business with Communist countries. 

Not that Mr. Donnelly makes the matter very clear. He shows no 
anxiety to confine himself to mechanics and prefers, whenever possible, to 
range over the political background. A single page is devoted to contract 
terms and a few lines only to arbitration procedure. This is said to be 
regarded as fair by “ business men with experience ” of dealings with the 
U.S.8.R.; and it is maintained without substantiation that “ it is usually 
possible to arrive at a compromise between London and Moscow with 
arbitration conducted in a neutral country.” A great deal more space is 
devoted to such matters as the achievements of Stalin, the Hungarian up- 
rising and the history of Comecon (already dismissed succinctly by Mr. Nove 
as having led ‘“‘ a shadowy and ineffective existence until 1956 ’’). 

It is also very doubtful whether traders will be much enlightened by the 
long economic gazetteer of the 104 administrative regions in the U.S.S.R. or 
by the statistics of foreign trade in the years 1955-58 appended to the first 
half of the book: all the more as the text makes no attempt to analyse the 
present structure of trade or the trends that have been at work over the past 
decade. Mr. Nove does point out that whereas Soviet exports represent 
** only a shade over 2 per cent of the national income,” the satellite countries 
are more dependent on foreign trade, Czech and East German foreign trade 
being five times greater on a per capita basis. But the reader is left without 
much clue as to the commodity composition of imports from outside the bloc, 
the share of the United Kingdom in those imports or the rate of expansion 
over the past few years. 

Mr. Nove gives a useful insight into the logic underlying the attitude of 
Communist countries to foreign trade, and brings out the dilemma that such 
trade creates for other countries. He abstains from discussing trade with 
under-developed countries so as to be able to concentrate on trade with the 
industrial countries of the West. He takes the view that there is scope for 
more trade and that an expansion would be in the interest of East and West 
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alike. But he recognises that there are many practical ¢lifficulties, some 
deriving from the limited range of goods that the East could supply, some 
from the tendency towards autarky natural to planning organisations, and 
some from the bilateral system of trading practised by all Communist coun- 
tries in their dealings with other countries (whether Communist or not). A 
relaxation of bilateralism requires action by the West as well as by the East. 
The West relies on bilateral arrangements to gain an entry for consumer 
goods into Eastern markets; but it is not apparent where the advantage lies 
in selling one set of exports rather than another, and there is no real danger 
that the East will fail to make use of all the foreign exchange that it earns. 
Might it not be better, ‘herefore, to let Communist countries trade freely, 
subject to any restriction required by considerations of military security or by 
the need to prevent disruption of domestic markets ? 

It is not easy to judge whether the withdrawal of quota limitations by the 
West would have much immediate effect on the volume of trade, and Mr. 
Nove does not claim that it would. What he does not seem to emphasise 
sufficiently is that where trade is not governed by observable and calculable 
factors, such as relative cost, it is exposed to uncertainties that are almost 
bound to provoke administrative controls. Reluctant to throw open their 
markets to what may be casual invasions, and baffled by the difficulty of 
devising a common commercial code, governments may well decide that the 
choice lies between bilateral agreements and direct government trading. 
They may also ask themselves whether the Communist countries will get 


very far in relaxing bilateralism in trade with the West so long as they are 
unable to do so in trade with one another. 

It is a curious commentary on this attempt to make Communist trading 
policies intelligible to Western readers that it should have been made the 
pretext for twice refusing the author a Soviet visa. 


A. K. Garrncross 
Glasgow. ° 


Value and Plan: Economic calculation and organisation in Eastern Europe. Edited 
by G. Grossman. (Berkeley and Los Angeles: California University 
Press, 1960. Pp. vii + 370. 56s.) 


THis symposium contains thirteen papers presented at a conference held 
at Berkeley in the summer of 1958, together with comments by eminent 
discussants. It was designed to cover many aspects of planning and prices 
in the U.S.S.R. and some other European Communist countries. The 
contributors are very well qualified to write on these subjects, and the 
resulting book, with an admirable introduction by Gregory Grossman, sheds 
much light on the chosen subject-matter. Of course, the papers are by no 
means of equal value. Thus, it is doubtful if David Granick really succeeded 
in analysing the choices between labour-intensive and capital-intensive 
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mology in the early years of Soviet planning, and his discussion of 
‘ rationality” in such a context begs many questions. The reviewer at 
Sameer eens Realise derey it che saltesel and political setting of 


yet surely this should be at the very centre of his subject. Then, for some 
ee ee ee eee Seen e inportance about che 
Yugoslav system. 

However, there are many good things. Peter Wiles has some typically 
thought-provoking things to say about various kinds of decentralisation and 
about various kinds of rationalities of planners’ decisions—though at times 
he is (equally typically) just provoking, especially when he deals with indivi- 
dual Communist leaders (for example, “ Krushchev is consciously a follower 
of Zhdanov in all fields . . .,” p. 200). Michael Kaser provides an excellent 
survey of the sovnarkhozy, the regional economic councils set up in 1957, and, 
if he tends slightly to understate the difficulties generated by the reform, 
these are duly stressed in Grossman’s comment and also in Wiles’s paper. 
There is a very good paper by Zauberman on the Soviet discussions on the 
law of value and price formation, while Montias does the same for Polish 
price policy. The discussions on these subjects in both countries has pro- 
gressed since 1958, but the authors are able to illuminate the subsequent 
developments by their analysis of the inherent nature of the problems involved. 
Robert Campbell demonstrates to great advantage his detailed knowledge of 
Soviet accounting procedures. There are several other good papers, but 
enough has been said to show that this volume is an important contribution 
to knowledge and its appearance reflects credit on all concerned. 

A. Nove 


London School of Economics. 


Food, Land and Manpower in Western Europe. By P. Lamartine YArTEs. 
(London: Macmillan, 1960. Pp. xiii + 294. 35s.) 


Smvce 1945 Western Europe’s agriculture has, outside Iberia, increased its 
output so rapidly as to indicate a continuing agricultural revolution, both 
cost-reducing and output-increasing, more profound than any since the early 
decades of economic growth in Britain in the eighteenth century and in 
Sweden, Denmark and the Low Countries in the nineteenth century—and 
much more geographicaily widespread. These recent developments are not 
simply, or even principally, the result of governmental willingness to pay 
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higher relative prices for farm products in recent years as compared with the 
period between the wars. The movement of the aggregate farm product 

supply schedule to the right as a result of scientific advances and managerial 
and structural reorganisations, rather than any elasticity the schedule may 
possess, has been and remains the principal consideration on the side of supply. 
This shift of the supply curve could be checked appreciably only if farmers’ 
finances were depleted by a reduction in prices so severe as to be, in the 
principal continental countries at least, politically out of the question. In 
the years immediately ahead the movement of labour out of agriculture will, 
within existing programmes, probably be insufficient to maintain the relative 
per caput income position of farm populations. In the resultant attempts to 
offset the effects of supply growing more rapidly than demand, Western 
Europe will move more and more cither towards the current situation in the 
United States—of agricultural surpluses or surplus capacity—or, following a 
European tradition of long standing, will “‘ export ’’ its agricultural surplus 
problem by restricting food imports. 

Mr. Lamartine Yates’s book is in large measure a survey of the agricultural 
achievements since 1945 of the countries west of the Iron Curtain, excluding 
Yugoslavia and Turkey, as measured by changes in levels of food consump- 
tion and production, usually with the years immediately before the First 
World War as a base period, and by improvements in attained standards of 
nutrition in the last two decades. This account is particularly valuable 
because it is set firmly within a forward-looking framework such as that out- 
lined above, the unifying elements in the book being estimates of expected 
rates of growth in demand and supply for food between 1955 and 1970 and 
the consequent implication, on various specified assumptions concerning net 
migration from the land, on per caput productivity and incomes in agriculture. 

Unfortunately, Mr. Yates has not been alone in this type of analysis, and 
his calculations are likely soon to be replaced by more detailed estimates. 
Indeed, recent F.A.O. studies for a shorter period up to 1964-66 ‘Monthly 
Bulletin of Agricultural Economics and Statistics, F.A.O., October and November 
1960) contain more product-by-product details on possible market develop- 
ments and use statistical methods at least as acceptable as those found in Mr. 
Yates’s book. However, the F.A.O, studies support Mr. Yates’s general 
picture. In each case aggregate supply is expected to increase, barring 
additional measures to check it, at 2~3% per annum: F.A.O. sets limits for 
the annual farm-gate increase in demand of 1-5 and 1-7%, while Mr. Yates 
calculates a rate of 1-6%. 

Economists with some knowledge of the history and present characteris- 
tics of the European agricultural economy will at times wish for a more 
rigorous examination of important details. For example, it should have 
been possible to give some idea of how great is the economic return from con- 
solidation of fragmented holdings. Again, one wonders from Mr. Yates’s 
discussion of past trends of agricultural production whether he has considered 
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the other evidence (set out or mentioned in Ingvar Svennilson’s Growth and 
Stagnation in the European Economy and in Colin Clark’s 1954 article in the 
PRES Sie Rigs Sactictinll Sesiatyy which etrenghy wopports his rather ten- 
tative conclusions. 

illus iota vedere; whether ecohesnists tess well: acquainted with the sub- 
Jeetas pilin cdinlaistretpes add: politician inthe: Addantic Community, for 
sacrifice of analytical detail in exchange for the many statistical summaries 
and illuminating pieces of general description. For them, at least, Mr. Yates 
has provided an extremely readable book which, more than any other single 
study, sets out clearly the great opportunities in Western European agricul- 
ture for simultaneously economising in resources and for expanding total 


Mr. Yates’s principal recommendation concerns measures to speed the 
movement of surplus labour from agriculture. His proposal for greater 
geographical decentralisation of manufacturing industry towards areas of 
surplus agricultural population need not necessarily be a costly concession 
made because governments are unwilling to use pressure on farm incomes as a 
principal means of speeding migration from the land. The geographical 
sizes and population densities of many of the large, industrial conurbations of 
Western Europe probably account for heavy social costs (in the strict 
economic sense). Accordingly; the subsidised development of new industrial 
regions to assist Mr. Yates’s objective might not be economically expensive, 
especially as in addition an important indirect benefit of speedier migration 
from the land will be a more rapid increase in agricultural efficiency due, for 
example, to more rapid consolidation and enlarging of fragmented holdings. 
However, Mr. Yates has not set out his case in sufficient detail, a criticism 
which must be raised against most of his discussion of future policy. 

For example, what is to happen before his programme for accelerated 
migration from the land comes into operation? How is Western Europe to 
react to the probable food surpluses of the interim? Has the British Govern- 
ment recently set the pattern with its proposal to put quotas on individual 
milk producers? Should not Western Europe be thinking of its equivalent 
of Public Law 480, the United States’ legislation covering the low-price sale 
of surplus foods and fibres to underdeveloped countries, or better still, should 
not the Atlantic Community be working out an integrated surplus-disposal 
programme? Is it better, in a world which is still largely malnourished, 
even if not hungry, for Western Europe’s agriculture to have surplus capacity 
or surplus supplies (of proteins rather than calories) if, as the reviewer thinks, 
these are probably the only politically realistic alternatives ? 

In general terms, Mr. Lamartine Yates has seen clearly and accurately 
the crucial problems and main possibilities confronting the agriculture of 
Western Europe, but the politician, whose caution and conservatism he 
criticises, may fairly contend that he should have tried to spell out more 
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European farms. 
G. R. ALLEN 


Oxford. 


Indian Economic Policy «nd Development. By P. T. Baver. (London: Allen 

& Unwin, 1961. Pp. 152. 16s.) 

One would like to dismiss this book as the obvious outpouring of a political 
adolescent with an economic idée fixe, But it is meant for laymen who do 
not know India. They might be misled by the arguments of a professor 
whose chair has special reference to economic development and under- 
developed countries. Even the title of the book is misleading. There is 
virtually no description of what has in fact been achieved in Indian develop- 
ment: and the account of Indian policy is limited to an array of the features 
most open to attack from an extreme daisser-faire position. 

Professor Bauer’s recipe for India is littke more than Gladstonian. 
Within the confines of low taxation and rigorous finance, roads, education, 
basic health services and agricultural extension should have the highest 
priority. Whether irrigation is permitted, I do not know—there is no men- 
tion of it. Nor does Professor Bauer commit himself on the subject of birth 
control, but his general views on subsidisation lead one to suppose that any 
promotion of it would be limited to education. Professor Bauer laments the 

expropriation ”’ of the Zemindars, but the very substantial compensation 
is not mentioned; anyway, there should be no land reform, except, perhaps, 
for some consolidation of holdings; co-operative credit is socialism, and 
money-lenders are scen as competitive purveyors of scarce capital. In 
brief, the recipe would not be very different from a reversion to pre-war 
policies, though she might be allowed £75 million per annum of aic. which 
would be reduced if she went in for economic controls or public industry, 
but could be increased if she stuck to education and roads. 

Professor Bauer describes present policies as throttling Indian develop- 
ment at every turn. But he does not attempt to justify his arguments 
with figures, so he does not mention that India, since independence, has 
probably grown three times as fast as she did under those pre-war policies 
which appear similar to his (though one wonders whether he would have 
approved the large-scale public irrigation of the Punjab). Indeed, so far as 
I could trace, the only quantitative fact about Indian growth which he 
adduces is the 2% per annum population growth rate. This is mentioned 
not as the cornerstone of an analysis of Indian problems, but merely to casti- 
gate the Second Plan estimates, and the “‘ misleading and pretentious 
nature ” of Indian statistics. 

It is hard to say whether Professor Bauer believes that the Indian economy 
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(ee gens ee pep antenna plenary ers 
is now probably required to prevent political catastrophe. Certainly 
the United Kingdom never grew so fast, even without the handicaps of the 
Hindu religion aad modern labour laws, to both of which Professor Bauer 
draws attention. 

But the book leaves no room for doubt that the primary reason for his 
advocacy is fear of socialism. And where a threat of socialism is to be dis- 
covered, he shows remarkable ignorance of the Indian political scene. Take 


Sod ths Finny Cumrtatinns alveedy inclotes pro. 


Planning Commission, already includes pro- 
pico a cba Ra: 900 crores be used to 
that the official monopoly of the 
in foodgrains saree be used as a major instrument of taxation, in 
much the same way as the Sovict Union” (p. 95). 


This document is referred to again at length (pp. 126-7) as “ the mimeo- 
graphed draft outline of the Third Plan, which, although as yet unpublished, 
is obtainable in India,”’ and used to introduce the statement “ it is not im- 
possible that they might be prepared to run the risk of starvation in the 
country rather than moderate the cherished Plans.”’ I can identify the 
document. It is not a draft outline of the Third Plan. Its full contents 
were published in the journal Capital (Calcutta, January 15, 1959, p. 51). 
It ‘was written as a working paper, partly for Professor Swan and myself, in 
November 1958 by an official of the Planning Commission, and represented 
his first personal ideas of the possible shape of the Plan which lay two and a 
half years ahead. I doubt if any other senior official even saw it before it 
was published. Certainly none agreed with it. Only in the above sense did 
it emanate from the Planning Commission. The actual draft outline of the 
Third Plan was published in June 1960. It bears no close resemblance to 
the document referred to, and could scarcely be more different so far as 
financing isconcerned. There is no proposal for an official monopoly of the 
foodgrain trade, nor any proposal for raising money by taxing foodgrains. 
Professor Bauer does not mention this even in a footnote. 

Professor Bauer’s polemic has a point. The aim of the book, and of the 
American pamphlet on which it is based, is to get aid to India cut. The 
method is to try to convince the audience that aid makes totalitarianism 
more likely. There is no difficulty in showing that the Congress Party’s 
long-run intention is “ socialism” (of a kind which could fairly be described 
as Gaitskellian, though Professor Bauer would not, of course, apply such a 
cosy adjective). But more was needed to be convincing. So Professor 
Bauer presents economic controls as tending inevitably to totalitarianism, 
and makes the grossly unrealistic suggestion that the establishment of a 
socialist society is an aim which overrides economic development in the eyes 
of the Indian government. One can imagine Professor Bauer, in the post- 
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war era, campaigning in the United States against the United Kingdom 
Loan and Marshall Aid because the British Labour Party was establishing 
a socialist society and because economic controls, more rigorous in Europe 
then than in India now, were paving the way to totalitarianism. But per- 
haps the most striking illustration of Professor Bauer’s political miasma is 
that the first mention of the Communist Party in India is two pages from the 
end. I suppose that if you can convince yourself that economic controls are 
almost Communism, you can forget the threat of actual Communism. 

Economic arguments are, it seems to me, used in a one-sided manner as 
persuasive devices. Let me take four examples. First, he says that a 
bad harvest and a rise in import prices cannot cause a substantial deteriora- 
tion in the balance of payments, on the insufficient grounds that they also 
reduce incomes: while on the export side he argues that over-valuation of 
the rupee discourages exports, implicitly discounting the possibility of in- 
elasticity of demand with the remarkable statement that “ the volume of 
Indian exports bears no relation to the total world demand for the products ” 
(p. 64). No wonder he can imply that there never need be any connection 
between development and balance-of-payments difficulties. 

Secondly, he argues frequently that taxes on consumption, and controls 
over the imports or production of consumer goods, inhibit the growth of 
agricultural production by reducing incentives to the peasants to produce for 
sale. Indeed, although there is no evidence, he does not present this as an 
argument but as a certainty. My own guess is that the Indian peasant is 
likely to try to produce more for sale if the price of cloth, salt, or kerosene 
rises. It would be different if goods were actually unavailable as a result of 
controls. But this is not the case, except for a few imported goods which 
the peasant never dreams of. Professor Bauer’s only example of shortage is 
film. Has he asked himself how many villagers own cameras? 

Thirdly, he frequently states that taxation and controls are inhibiting 
private investment, and hence growth (though elsewhere he argues that 
growth is largely independent of investment). He does not say that public 
investment has provided a stimulus to private investment far outweighing 
any disincentives arising from taxation and controls, nor that private in- 
vestment and output have been rising as never before. 

Fourthly, he argues correctly that prices do not reflect scarcities, in 
particular that imports and capital are too cheap (the latter presumably 
only to industry, since money-lenders’ rates range from about 12% per 
annum to almost any figure one cares to name). But at the same time he can 
argue that public provision of rural credit is likely to withdraw resources 
from more productive uses; and he attacks labour-intensive cottage industry, 
saying that “‘ the higher costs of cottage industry imply that capital and 
labour used there is less productive than elsewhere” (p. 83), a glaring non- 
sequitur: and he attacks heavy industry for being capital intensive, and 
attacks any industralisation because it is a “ great over-simplification ” 
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respect for truth or logic, either for the sake of supporting a particular poli- 
tical case or because economic dogma makes it impossible for him to exam- 
ine an economic case on its'merits. Of course, there is often an element of 
truth in what he says. Indian planning is certainly imperfect, and a 
general attack on almost all aspects of the current Indian effort to promote 
growth is sure to contain some opinions with the slant of which any reviewer 
would agree. But, even in such cases, the criticism is presented so dog- 
eerie fee Se sncoepinaty naam be centuries oeny attempt to reach 0 


well-balanced apinion. 
I, M.D, Lrrrre 


Nuffield College. 
Oxford, 


An African Economy. A study of the economic development of the Nyanza Province 
of Kenya, 1903-1953. By H. Fearn. (London: Oxford University 
Press for the East African Institute of Social Research, 1961. Pp. 
xvii + 284. 35s.) 

Tus book is a study of the economic development of the Nyanza Province 
of Kenya in the fifty years from 1903 to 1953... The author, who is now on the 
staff of the University College of Ghana, was formerly Senior Research Fellow 
at the East African Institute of Social Research, on behalf of whom the book is 
published. As a pioneer regional economic history the volume is to be com- 
mended. It has been prepared with care and thoroughness. It may be 
regretted, perhaps, that the narrative docs not come closer to the year of 
publication. Prior to 1903, Nyanza Province formed part of the Uganda 
Protectorate. Its transference to the East African Protectorate (later Kenya 
Colony)..was an administrative convenience consequent upon the develop- 
ment of railway communications to Kisumu on Lake Victoria and the re- 
moval of the Protectorate’s headquarters from.Mombasa to Nairobi, The 
first-date is therefore understandable. The second date coincides with the 
appointment of the East Africa Royal Commission, though not with the 
publication of its Report. Dr. Fearn makes some. use of this Report, but the 
last seven years have been important for Kenya both politically and economic- 
ally, and we are given no indication of what they have meant for Nyanza 
Province, . This is the more to. be regretted since the Nyanza economy is 
rightly described as the most advanced of the tribal economies of Kenya. 

The economic development of the Province falls naturally into two stages. 
In, the first, which extends to 1930, there was little progress. The attempts 
by. the Government in 1908 to introduce cotton as a cash crop met with little 
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success, though in Uganda the cultivation of cotton increased rapidly. The 
usual explanation is that in Nyanza cotton was disliked as acrop. But there 
is ‘no reason to suppose that the Ganda cultivator disliked cotton less. Nor 
was the fall in the price a major deterrent, for that, too, operated in. Uganda. 
Dr. Fearn attributes the failure in Nyanza to the location of the cotton area, 
the method and manner of cotton’s introduction, the lack of a vigorous cotton 
policy and the slower response to the opportunities afforded by the possession 
of money. ie peeneienetonetenly eins SAnene Seaae eae 
tributed to the success of cotton growing in that area. 

The second period saw a significant change. After 1980, and despite 
world depression, the Nyanza economy expanded considerably, mainly “ by 
an extension of the marketing opportunities for the sale of surplus foodstuffs 
grown by Africans in the Province.” European and Asian enterprise in 
mining had a relatively short life. But the expansion of maize production 
made Nyanza the granary of East Africa. In the early thirties the Govern- 
ment did little to improve the facilities for the marketing of African produce; 
the main aim was to obviate famine after the experience of the locust inva- 
sions of 1930-32. In 1935 the Government adopted a more positive policy of 

The problems of marketing and price policy which emerged are well 
known, and even to-day they are matters of controversy. Dr. Fearn’s dis- 
cussion of them may not add much that is new, but it provides a very adequate 
account of the issues involved. To encourage an increased production of 
maize required the offer of a higher price. European farmers might be 
expected to react positively to this higher price, but African producers might 
be content to produce a lesser quantity, provided, at the higher price, 
they could meet their limited cost requirements. With consumer goods 
in short supply and the habit of saving, in the European sense, still un- 
developed, there seemed to be a real danger that a higher maize price 
would fail in its purpose. Differential prices for European and African 
maize were inexpedient politically, and so there was evolved the policy of 
paying an identical price but levying a cess on African maize, the proceeds 
being paid into a District Agricultural Betterment Fund to be used for the 
improvement of African agriculture. Thus, although there was the appear- 
ance of an identical price, the realised price was different for European and 
African producers, and the latter were subject to a form of compulsory saving. 

Space does not permit any detailed commentary on these policies nor on 
the policies which succeeded them. A good deal was supposed to depend 
upon the African’s lack of response to the price mechanism. This view can 
easily be over-stressed, and war-time experience may not be a good guide to 
peace-time reactions. Dr. Fearn himself points out that “ the upward trend 
in prices had encouraged a development in African dhow-fishing,” and many 
other examples could be given. In an earlier chapter reference is made to 





the’ traditional attitude to money. Unlike cattle and wives, which were 
productit‘c assets, money seemed to have no capital value; hence the 
Babel Wit Ldcdlea-pittiadhandhc-developing exasheting 
fatilities!in the Province. To what extent is this attitude breaking down in 
? The answer to this question is relevant to marketing 
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“Other traditional attitudes are no less relevant. Agriculturalists not 
idiasal ba Styecancs Vict fic mnmnyriAeges tetiiptelen deplore the systcmn f maine 
monoculture, but there is a deep-seated preference to grow what can be eaten, 
such as maize, rather than what can only be sold, such as cotton or tea or 
coffee, - And there is the problem of land tenure. Here Dr. Fearn observes 
that a change is in progress. -Land-elders and co-operative family groups are 
breaking down under the influence of new economic and political arrange- 
ments. But these and similar movements throw up many tensions. The 
new conflicts with the old. The richer areas are reluctant to contribute for 
the benefit of the poorer areas. 

Dr. Fearn has made a most valuable contribution to African economic 
history. Some readers more concerned with policy-making than with 
history would have welcomed a further chapter in which the author attempted 
an assessment of future trends. Thisis something which Dr. Fearn might still 


be encouraged to do. 


University of Durham, 
Newcastle-upon- Tyne. 


D. T. Jack 


Finance and Development in West Africa. The Sierra Leone Experience. By N. A. 
Cox-Georce. (London: Dobson, 1961. Pp. 333. 50s.) 

‘Mr. Cox-Grorce tells us that he intends to “ focus attention on the 
cyclical problems of financing economic development” in Sierra Leone. 
He has a subsidiary purpose in mind as well, to present an economic history 
of the Colony from *he early days of its foundation in 1787 until fairly recent 
times. The intentions are commendable. We know too little of the way 
in which West African countries have made their way to the front. More- 
over, Sierra Leone has quite possibly Seen experiencing the same kind of 
difficulty very recently that other primary producing nations have run into 
in trying to reconcile their’ plans for capital expenditure with their latest 
experiences of periodic fluctuation in the prices of their major export crops. 
A treatment of these questions by a person closely acquainted with Sierra 
Leone might be expected to prove a rewarding study, if properly carried 
out. 

Unfortunately, one of the temptations in writing about West African 
economies—where reliable data are none too plentiful—is to become pro- 
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gressively more uncritical of the kind of information that is to be accepted 
as meaningful. Regrettably, the author has all too often yielded to this 
temptation, and the result is that we do not see the economy of Sierra 
Leone in clear focus. 

The book is divided into three parts of unequal length. The first and 
longest deals seriatim with aspects of Sierra Leone’s public finance, currency, 
trade and agriculture in the nineteenth century. It is am odd mixture. 
The discussion of tax legislation, though at times tedious and trivial, is not 
without some appeal to the colonial antiquary. The statistical material is 
very uneven in quality and reliability; figures for the foreign trade of the 
Colony support a coherent account, whereas the repetition of admittedly 
erroneous “‘ statistics’ on the agricultural produce and wage-rates span- 
ning the last century is scarcely defensible. Mr. Cox-George has, however, 
brought together a considerable amount of evidence on the way in which 
Sierra Leone was administered from the time of its foundation. 

Part II of his study is entitled “ Public Finance and the Economy in 
* Prosperity,’ The Experience of Two World Wars.” The choice of 1914~—18 
and 1939-45 to typify the expansionary phase of the trade cycle is most dis- 
concerting. Apart from the usual objection that wars disrupt markets and 
the unusual strategic importance of Freetown during those years, there is, 
one would think, a far better illustration"of “ prosperity ’’ in the experience 
of the early 1950s. Yet the writer claims that an analysis of Sierra Leone’s 
wartime excitation “affords a valuable object lesson for a developing 
economy ” (p. 17). 

The third part of the book contains a description of Sierra Leone in the 
depressed years of 1929-35. The treatment is built around the Trade 
Returns and the Public Accounts. There are detailed references to the 
effect that Imperial Preference may have had on trade and to the institution 
of Colonial Development and Welfare grants. 

One final point; Mr. Cox-George laments the absence of estimates of 
Sierra Leone’s national income. Rather than rely on the fallible substitutes 
he has reproduced in this book, he would render his country a greater 
service by trying to fill that statistical vacuum himself. 


University of Edinburgh. 


I. G. Stewart 


The Persecution of Huguenots and French Economic Development, 1680-1720. By 
W. C. Scovite. (Berkeley and Los Angeles: California University 
Press (London: Cambridge University Press), 1960, Pp. x + 497. 
52s.) 

Mr. Scoviite’s theme is an old one, and he gives it a new treatment. 
Nineteenth-century writers such as Charles Weiss represented the liberal 
revolution in thought that equated the religious persecutions of the old 
régime with its apparent economic failure. Samuel Smiles took up the 
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. - important, by going back to original sources, 
effect of Huguenot emigration on the development of 
i has been overestimated. Some industries, 


10%, of which was actually driven out of France. This task of fact finding 
and deflating, Mr. Scoville has done with care and skill. It is the strongest 
and, one must add in fairness, the largest part of his study. 
niBy-contrast, the main weakness lies in the matrix of general ideas in 
which his detailed inquiries are set. It is to Mr. Scoville’s credit that he 
is appalled by the very thought of the persecutions. “‘ Persecution of an 
easily identifiable minority by the dominant majority has always seemed 
to me one of the most senseless and despicable forms of human cruelty.’ 
This seems to have been his motive in choosing his subject for inquiry. “ If 
historians and sociologists could demonstrate that such persecution usually 
has recoiled as a boomerang upon the persecutors, it might help to improve 
human and social relationships.” Here a certain naiveté, not to say 
heresy, creeps in. Let us continue from the publisher’s note, which the 
author presumably approved. “ He had predicated that bigotry, in this 
instance at least, had been deplorable for both moral and economic reasons. 
But [note the “ but ”] during ten years at work on the book he uncovered 
more’and more ¢vidence to the contrary . . .” and so follows a résumé 
of evidence minimising the effects of the persecution. 

Here are two linked fallacies. The first is that specific moral error 
necessarily carries with it specific material penalties. The second that it 
is possible to isolate as “ a primary reason for France’s failure to keep pace 
with England in industrial development ” one specific aspect of French 
social policy. Not surprisingly, Mr. Scoville runs at an early stage into 
doubts. about his thesis. “ Whether the Revocation actually had such 
effects as these upon the French economy isa difficult question to resolve. His- 
torical causation always involves many interdependent variables and cause 
and effect are often interrelated.” And soon. Yet equally (and equally 
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Amongst such obstacles and errors, religious persecution was undoubtedly 
one; but only one. Mr. Scoville might even have concluded at an earlier 
stage than his conclusion that the attempt to isolate and quantify the effect 
of Huguenot emigration was doomed from the start. But had he looked 
more closely at the economic and social evolution of Britain, Holland and 
Prussia he would have been immensely strengthened in his conviction that 
the Revocation lost to France the talents and industry of a very remarkable 
race of men. However much one may. detest the word, there are times 
when the merits of methodology force themselves on the historian. 

CHARLES WILSON 
Jesus College, 


Cambridge. 


Political Theory: Philosophy, Ideology, Science. By A. Hacker. (New York 

and London: The Macmillan Company, 1961. Pp, xiv +609. 49s.) 

Tu is an admirable book of its kind: and its kind is large-scale exposi- 
tion and interpretation of the ideas of the great political theorists from Plato 
and Aristotle to. Marx and Mill, This. task has been performed so often 
before, especially by conscientious and industrious Americans, that the most 
relevant question is whether the book is needed at all. It has a special claim 
to exist: that it is in revolt against the hegemony of historians over philo- 
sophers in the conventional way of handling political theorists and their ideas. 
Professor Hacker holds that ideas matter very much more than the history of 
ideas, and that the “ great books ” should be studied for what they can con- 
tribute to a better understanding of life, not merely for what they allegedly 
contributed to the history of ideas in the past. His approach is precisely the 
opposite of that adopted by J. A. Spender in his study of The Government of 
Mankind (1938), though he makes just enough concession to the relevance of 
historical circumstance to preface each chapter with a brief section on “‘ the 
man and his times.”” The men chosen are the almost inevitabie list: St. 
Augustine and St. Thomas being interestingly considered together, and de 
Tocqueville being included between Hegel and Marx, although Nietzsche is 
omitted and John Stuart Mill ends the sequence. 





or and interpreter the author reveals high qualities. He is 
, lucid and reflective, and has a good sense (that comes only 
of teaching students of politics) of what stages of an argument 
rear edtiinien as aaghone He constantly retains (or regains) 
interest by illuminating asides and provocative cross-references to cognate 
problems of’ modern politics and sociology. This is in accord with his 
céntfal purpose, which is to bring together two modes of studying political 
theory which have tended to be divorced: the historical study of ideas as 
contributions to an intellectual tradition, and the systematic study of political 
behaviout in the modern world. The significance of Rousseau or Bentham, 
he holds, is that their writings are a discussion of political reality which has 
lasting relevance, and the insights they offer need to be related to the 
generalisations we can shape by observation of modern government and 
society. He pleads for a remarriage of political philosophy and political 
science: and insists that there is nothing i incongruous in illustrating Aristotle’s 
ideas from the Kinsey Report, or calling in “‘ Parkinson’s Law ” to a discus- 
sion of Burke. 
~ Professor Hacker’s approach is sustained with enough vigour, consistency 
and sense to give his book lively interest, even for those already familiar with 
the texts he discusses and with such extended surveys of political theory. 
His wit and his‘own acute historical sense mask the perils and shortcomings of 
the standpoint he is defending. Of course, much nonsense is written about 
the alleged “ influence ” of one writer on another, or even on events, and no 
great writer can be brushed off as “ representative ” of the thought of his 
time. The absurdities of the biographical approach (Marx’s carbuncles 
explain the irritability of Das Kapital) or of “ lost laundry lists ” (every scrap 
written by the great man deserves to be printed and read) are patent enough. 
But the remedy for sloppy historicism is not to be unhistorical. A reader 
who imagined that the “ state ” discussed by Aristotle was the same as that 
discussed by Hegel, or that the sort of “ political party ” damned by Rousseau 
but defended by Burke was the same thing, would make little sense of political 
philosophy. Professor Hacker néver stumbles into such pitfa!}:; but may he 
not be propelling some of his pupils and readers towards them ? 
Davin THOMSON 


Sidney Sussex College, 
Cambridge. 


Max Weber. An Intellectual Portrait, By R. Benpix. (London: Heine- 
mann, 1960. Pp. xi + 480. 30s.) 
The City. By M. Weper. (London: Heinemann, 1960. Pp. 242. 21s.) 
Ir is just over forty years since Weber died, and only now do we have the 
first full-length study of his work'to be written in English. Although Weber 
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must rank second only to Marx among the giants of sociology, it has taken 
a longish time for his work to receive the attention it deserves, particularly 
in England. Large sections of his writings remain untranslated, including 
much of the monumental and posthumously published Wirtschaft und Gesell- 
schaft and three of the most important papers on method; the 
literature, though growing, still leaves many aspects of his work insufficiently 
explored; and his famous thesis on capitalism, about which controversy 
still rumbles on, was ruthlessly misunderstood by almost all of his earliest 
and fiercest critics. Bendix’s study of him, though it deals only with his 
substantive writings, fulfils a serious and long-standing need. 

Bendix’s exposition is organised in accordance with Weber’s own sys- 
tematic framework as developed in Wirtschaft und Gesellschaft. He first 
summarises Weber’s little-known early work on the East German agrarian 
problem and the stock exchange. He then gives an account of Weber's 
often misrepresented ideas on the relation of Protestant doctrine to the 
development of European capitalism and discusses Weber’s comparative 
sociology of Hinduism, Confucianism and ancient Judiasm. In the third 
and final section, Bendix deals with Weber’s now well-known typology of 
authority-structures, and covers separately charismatic, traditional and legal 
Herrschaft. In all this, Professor Bendix is deliberately unpolemical. He 
mentions but does not enlarge upon Weber’s persistent awareness of Marx, 
and he does not attempt to adjudicate between them. Similarly, he gives a 
lucid summary of Weber’s famous distinction between classes and status- 
groups, but seems to feel it unnecessary to stress the importance of the dis- 
tinction. It is a little difficult not to regret that in the course of his know- 
ledgeable exposition of Weber’s views Bendix does not take the occasion to 
remind us more forcibly of their merits; but this is not his declared purpose. 

If we are prepared to be more dogmatic than Professor Bendix allows him- 
self to be, we may assert that Weber made four crucially important contri- 
butions to the study of society: first, his inquiry into the independent causal 
role of ideas in social and economic change; second, his analysis of the 
dimensions of social stratification; third, his discussion of the social bases of 
political authority; and fourth, his treatment of the logical status of histori- 
cal and sociological method. It is often said of Weber that he fails to apply 
his own precepts about method in his historical studies, and it is perhaps this 
view which enables Bendix and others arnong Weber’s commentators to 
discuss the historical studies more or less in isolation. But it is a view which 
needs some qualification. It is true that the elaborate classification of ideal 
types which occupies much of Wirtschaft und Gesellschaft finds little echo in 
his substantive work: the interminable distinctions between wirtschaflender 
Verband and Wirtschaftsverband, Nahrungsspielraum and Erwerbsspielraum, Ver- 
waltungsordnung and Regulierungsordnung are for the most part quite unneces- 
sary to the solution of the concrete problems which Weber elsewhere deals 
with. But his views on the logic of explanation are crucial to the whole of 








hisiwork ‘and (despite a full-length treatment by von Schelting which ap- 
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deal with the methodological writings, although it does not affect the validity 
of the substantive studies. — 

.| For the economist, however, Weber’s methodological discussions are far 
less relevant than they are to some other sorts of social scientist. The logical 
substratum of the methods used by economists is straightforward enough, 
and no economist is likely to be logically ignorant of what he is doing in con- 
structing a price theory or a growth model in the way ‘hat a psychologist 
may be who hypothesises about “the unconscious”’ or, indeed, a historian 
who begins paragraphs with “Feudalism...” But it can be strongly 
sngued shat suciologists: (who:dught to have properly digested Weber if any- 
one'has) have wasted a good deal of their own and other people’s time by 
neglecting Weber's methodological precepts. The endless debates between 
positivists and relativists, individualists and holists, have taken Weber sur- 
prisingly. little into account; and Weber’s way of discussing, to take one 
concrete example, social stratification makes it possible to distinguish ques- 
tions of language from questions of fact without necessarily committing us 
to. his own substantive theories. . Weber, in fact, was very much better aware 
than many of his successors and interpreters of such logical pitfalls as illegiti- 
mate reification and misplaced functional analogy. If some of these suc- 
cessors are partly responsible for the justified attacks levelled against socio- 
logical theory, Weber should be no more held responsible than Marx should 
be for the excesses of “ vulgar Marxism.” Not that Weber is ever likely to 
command the influence of Marx; but perhaps this is precisely because his 
analysis was more subtle, his evidence more diverse and his conclusions more 
eR If he is now about to enjoy.a vogue, it is not before 


Oh ani cetera abtiiNds eekdegs on method 
is to ask for something other than what Professor Bendix wished to write. 
His thorough and.careful study is likely to remain the standard exposition of 
Weber’s substantive writings, and no one will question either his contention 
of the need for it or his competence to carry it out. If the style is seldom 
sprightly, neither is Weber's; and though there are one or two small irrita- 
tions: (¢.g:, the French Revolution did not eliminate the monarchy in 1789 
(p. 349) and “mundane orientation ”’ (p. 207) is pure jargon for “ worldli- 

ness”), there are not many. Students of Weber at any level will for a long 
Cnnrenieih ty PinfereBenctiate debt. 

' Heinemann’s have at the same time made available the Free Press edi- 
don of The City, the first English translation of the penultimate section of 
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Wirtschaft und Gesellschaft (pp. 735-822 of the 1956 Tubingen edition). The 
editorial preface is for the most part numbingly pedestrian, but it is good to 
have another dribble of Wirtschaft und Gesellschaft available in English. 
Perhaps one of these decades we may even have it all. | 


W. G. Runcman 
Trinity College, 


he sii 'y ining By E. Smngy and M. Brown. ‘London: 
Tavistock, 1961. Pp. xii + 396, 35s.) 

_ To the psychometric purist the interview is not a very respectable device. 
Its outcome is difficult to express reliably in terms which can be handled quan- 
titatively: and when its validity as a means of assessing or predicting per- 
formance has been scientifically tested it has seldom shown up well. Mrs. 
Sidney and Mrs. Brown admit the interview’s limitations and provide a brief 
résumé of the published work in which they are documented. The authors 
justify their book by pointing out that, whatever its demerits may be, the 
interview will in practice be used to reach all manner of judgments and 
decisions, and that therefore people had better learn how to make the best of 
it, 


The skills which are discussed relate to interviews with adults rather than 
with children or with early adolescents, to interviews between people at work 


rather than between people at leisure or between individuals and professional 
consultants. This is to be expected from writers who are themselves pre- 
occupied with management teaching and management studies. 

At an early stage the book develops into something approaching a training 
manual, There is a wealth of useful practical advice on the way to plan an 
interview and on the attitudes which may mar its successful conduct. The 
advice is illustrated by a series of full and lively case studies. All of them 
fall into two categories—the selection interview and the “ management ” 
interview. The latter comprise interviews designed to investigate behaviour 
at work, to impart information and advice, to hear grievances or to guide and 
admonish an employee. They are the interviews on which much of the 
communication between different levels of an industrial community depends. 

The tone of the writing is neither speculative nor profound. The authors 
do not involve themselves in a detailed critique of first principles. There is 
no subtle differentiation of the types of interview for which skills might be 
needed. They hasten with relish to describe the things they know well from 
first-hand experience. Here they write with authority in a crisp and read- 
able style. 

The interview is recognised not only as a means of assessment or com- 
munication, but also as a force in the dynamics of developing those inter- 
personal relationships which bear on industrial morale and which can play 
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an important part in skilful management. Mrs, Sidney and Mrs. Brown 
mpathi {re tantein eeo ah@r forage ater raraamel nlammamates 
an possessed of insight. \ 

Sa Uses calcchencb cateaumacicatehdeettithendnietiecnanting, te 
which are not treated at all. For example, interviewing is a demanding task 
which requires sustained alertness and unflagging perceptions. How much 
interviewing can a man carry out in a day without falling from his highest 
standards? Do people vary much in their capacity to withstand staleness ? 
Is anything known about the means of keeping an interviewer fresh ? 

‘Again, what is the effect, if any, of age discrepancies between interviewer 
and interviewee? What about the elderly interviewer? It has been shown 
experimentally that the elderly person finds difficulty in adapting himself to a 
tempo set by someone else. Listening, a very important aspect of inter- 
viewing, means adjusting oneself to the speaker’s pace. Is the elderly inter- 
viewer bothered by this factor? Does he talk too much himself in order to 
protect himself against an overdose of listening? Does he attempt to curtail 
the effusions of a garrulous interviewee? If both parties are elderly, does it 
help or hinder the exchanges on which the interview depends ? 

The book is not an inspired or original work, but it ‘s well informed and 
eminently sensible. Interviewers, whether practised or still novices, will 
read it with profit: and it will give some valuable hints to anyone who 
expects to be sitting in the interviewee’s chair. 


Cambridge. 


j. G. W. Davies 





NOTES AND MEMORANDA 


KEYNES’ AGGREGATE SUPPLY FUNCTION 
A Comment 


ALLEGING, in an article in the Economic Journat of September 1960, 
that the “ economic content ” of Keynes’ aggregate supply function is to be 
discerned in an analysis of the properties of its inverse, the employment func- 
tion, Professor Wells proceeds to relabel (n. 3, pp. 536-7) the “ employment 
function,” as the “ aggregate supply function.” In identifying an examina- 
tion of the properties of the aggregate supply function with those of its 
inverse, the employment function, however, Professor Wells implies, in effect, 
that a function and its inverse have exactly the same properties, which is true only under 
certain restricted conditions. In doing so, he has declared the results of the 
explorations of a number of economists, who had endeavoured to clarify 
Keynes’ aggregate supply function, “‘ unsatisfactory.” 

Owing to the very theoretical setting of the discussion, as started by 
Professor de Jong, it is now clear that the solutions that he propounded, in 
terms of a simple model of perfect competition, removed all the methodo- 
logical confusions concerning the shape of the aggregate supply functjon, as 
defined by Keynes in his General Theory on p. 25. Assuming, as Professor 
Wells has done, under perfect competition, the economy is producing, in the 
short run, the homogeneous product X, with homogeneous labour the only 
variable factor; then the “ production function” is X = F(N). Within the 
framework of these assumptions we will have X’> 0, X¥” <0 and X’” = 0. 
And according to the theory of factor pricing, we postulate 

w 

y = bg . . . . . . . . (1) 
which simply implies that marginal cost is equal to price if Z = F(N) is the 
aggregate supply function. Differentiating equation (1) with respect to (N), 
we will have: 

a Pet OE Jie obey me YD) 

Ta 
Since before full employment X" is negative and w, w’, X', (X’)* are positive; 
thus Z” is positive, which implies that the aggregate supply function changes 
at an increasing rate, and the curve is convex from below. 

Dr. Wells’ article is not really concerned either to deny or to affirm the 
results of the previous works on the shape of the aggregate supply function ; 
it is concerned rather with stressing the importance and the properties of the 
employment function with the result that he is causing methodological 
confusion. 


Rutgers University. 


A. Kooros 





THE ECONOMIC JOURNAL [DEC 
FurtTHer Comments 


: ‘at; . EICRE ae 7 Oe 28 oe oe a 
latio i Aggregate Supply Function (A.S.F.) 
1960), states, in the present writer’s opinion, 
2 20 and 21 of the Genrl Theory, The 
of Prices. We.shall come back to 
.Fe-formulation at the end o which is primarily concerned 
1, the relation of the Chapters 20 and 21 to the famous Chapter 3, in 
_ the. terms. ¥ supply function and aggregate 


in.a fori i light whatever on prices and level 
cf platen qc waealag aly yr iyo arte toate 
ee grre nets eine Ree theory of prices, out- 
mnt. We should like to use for the Keynesian price theory 
supply function, but we can do so only if we are 

he definition of these terms in Chapter 3. 
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_» 1, Keynes uses.in Chapter 3, Section I, the term aggregate supply price 
for denoting the total outlay required to produce the output of N workers. 
At no place in..Chapter 3.does he indicate the particular nature of the 
relation between. input of labour and output: for all we learn here, it may 
be a; proportionality relationship, as in the more recent input-output 
analysis, but at variance with Wells’ “ usual” assumption X’’< 0 (where 
X = X(N) is the, short-run production function). Formally, nothing in 
Chapter 3 prevents us from writing the A.S.F. Z = ¢(N) in the form Z = 
AN, where A is a constant. 

‘Almost the whole discussion in Section I subsequent to the definition 
of the A.S.F. serves only to make clear that if entrepreneurs expect to be 
able to sell a certain output at a certain price they will hire the labour 
necessary to produce, with the help of equipment given as to quantity and 
quality, the output in question. Only by consulting Chapters 20 and 21 
we, find that the marginal ‘conditions. (marginal..costs equal marginal 
revenue) are supposed to he fulfilled, and that the aggregate supply function 
Z = ¢(N) has to be interpreted in this way. 

2..Im Section. I there is also introduced the concept of an aggregate 
demand function D = /(4’), which in Section II allows Keynes to summarise 
the ‘ General. Theory of Employment.” This statement, however, is not 
the..general, model of the General Theory: but what we may call the 
“truncated ” model. From the general model there is eliminated: (1) the 
money» equation; (2) the determination of investment by the marginal 
efficiency of capital and the interest rate. Investment is defined—p. 29, 
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No. 4—as.a residual, and in No. 5 as a datum, which comes to the same 
thing. The truncated model of Chapter 3 is identical with the well-known 
multiplier model; quite in accord with this interpretation, Professor A. 
Hansen, in-A Guide to Keynes, 1953, p. 31, Fig. 2, presents the gist of 
Chapter 3 in a diagram that differs from the well-known income—consump- 
tion graphs only in replacing income by employment N, and rewriting 
consumption and investment accordingly; as in the income—consumption 
graphs, the addition of a constant / to the given consumption function and 
the insertion of a 45° diagonal determines actual employment. At no 
place does the commodity price level appear, apart from Keynes’ reservation 
PE NNR. SE EID PE BBN IS ce NS OR 
model. 


Il 


The substance of Chapter 20 could be summanised by aggregating the 
short-run supply functions of the various commodities into an A.S.F.*:. a 
short run production index as function of an appropriate price index and 
of a wage index, -This new A.S.F.* would read X = X(p,w); and if in the 
two basic equations of the Keynes—Hicks model of 1937 income and related 
variables are expressed in terms of the wage unit, we would have: Y = 
pX/w = pjwX(p,w), io.w., income being determined, for given. w, by the 
first two equations in terms of wage units, would govern, via the A.S.F.*, 
the price level. 

Aggregating in this way the supply curves of individual commodities 
may be objectionable, but there is no way out of this difficulty and Wells 
does not escape it: he has to assume that the economy produces a single 
commodity; his marginal productivity of labour is a short-run productivity, 
obtained by inverting the marginal cost curve, the costs consisting of labour 
only. Wells’ repeated stress on the equilibrium nature of the A.S.F. must 
not mislead ‘us into conceiving his equation (1-5)N = X°D/wX as some- 
thing like the usual demand-supply equations; for if so, he could not 
differentiate it with respect to the variable D. The aggregate demand 
D = PX is now a given parameter which determines the number of workers 
required to produce that quantity XY which, together with the appropriate 
price (to be obtained from (1) above or from Wells (1.2)), equals the given 
PX. Equilibrium of the firm is obtainable, within the limits of the capacity 
and the labour force, for any value of D. 

Just as we should expect, an increase in D (upward shift or anti-clock- 
wise rotation of the (C + J) curve in the Hansen graph) increases N. 
“ Additionally though, d*N/dD* is negative.” This follows because in 
Section I, No, 3, Wells assumes that, for X = X(N), the second derivative 


1 | used this approach in a paper ‘ ‘The New Economics of Spending,” Econometrica, July- 
October 1944, treating the price of consumables as function of consumption. 





"<0. As is well known, for a short-run supply curve under perfect 


‘competition this property can be demonstrated, and Wells’ condition 
(5) ‘reads: “ Perfect competition prevails.” But must we retain it? It is 
meaningful to construct for “ peaceful” oligopoly industry supply curves 
which, over some range, would be horizontal, the prices not changing 
when demand expands as long as prime costs arenot altered. The existence 
of a large sector with supply functions of this type must mitigate the upward 
slope of the A.S.F.*, soften the impact of an otherwise declining short-run 
marginal productivity of labour on real wages and extend the Keynesian 


» “There is another reason why it seems preferable to write the Keynesian 
model in terms of a price-ovtput relation and not of an employment 
function. There is some reason to deny the existence of a rigid relationship 
between output and labour input in the short run, largely because firms, to 
a varying extent, try to retain their labour force in the face of demand 
fluctuations that are considered to be temporary; we say, to a varying 
extent, because otherwise an employment output relation with an additive 
employment constant would ‘establish a strict relationship.’ If so then, 
over a certain range the marginal costs will rise less than they would if the 
firms always adjusted employment strictly to output. 


New York. 


Hans Netssen 





MR. ROSENBERG ON “CAPITAL IMPORTS AND GROWTH”? 


A ComMENT 


Mr. Rosenserc proves, on the basis of the figures available, that, in the 
case of New Zealand, the contribution of foreign capital to growth has been 
negligible. There is no doubt that in the cases examined growth has been 
financed chiefly by voluntary or compulsory saving achieved within the 
country involyed. However, the foreign capital which became available and 
which, in due time, has been repaid abroad, has served a very useful purpose, 
in that it has helped to smooth and to accelerate growth. It has allowed the 
country concerned, first, to plan its growth not only with the factors and data 
of the home market and with the foreign balances available but also with 
these which the world economy can supply on a loan basis; secondly, to 
pay off gradually the investments thus carried out; and thirdly, to do so 
easily when they have already started yielding an output. If this yield is 
exported, or if it replaces commodities fo:merly imported, independently of 

See; «.g., Ge W: Wilson, “The Relationship between Output and Employment, “ Review of 
Economics and Siatistics, February 1960, and Wilson's other writings quoted there. 


* W. Rosenberg “ Capital Imporsand Growth—The Case of New Zealand—Forcign Invesi- 
ment in New Zealand 1840-1958,"" Economic Journar, Vol. LXXI, March 1961, pp. 93-1i4. 
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increased imports due to growth, the transfer problem will be simplified. It 
follows that notwithstanding foreign capital’s apparently minor contribution 
to growth, it still serves a very useful purpose, as far as payments abroad are 
concerned, similar to the advantages derived, whenever a revolving credit is 
available to a firm trying to expand. I believe that this is one of the reasons 
why the loans of the 1.B.R.D. are so useful whenever they are granted, despite 
the fact that they cover only that part of the investment to be spent outside 
the country where the investment is to be carried out. Of course, as far as 
these loans are concerned, it may be added that the I.B.R.D. grants only a 
fraction of the amounts needed all over the world. It is thus able to choose 
those where the difference between the interest rate and output expected is 
the greatest. The contribution of a nearly continuous prosperity must also 
be considered, particularly as far as transfer is concerned. 

D. J. Dewivanis 

University of Thessaloniki. 


A FurtHer ComMMENT 


Mr. Rosenberg’s interesting paper in a recent issue of this JouRNAL 
raises a number of questions that seem to deserve further discussion. 

Rosenberg’s figures for New Zealand reveal a rather peculiar story—a 
story beginning with the period 1840-86, during which foreign debt was 
incurred largely it would seem in order to finance social investment. The 
ensuing growth in the debt from 1886 to 1935 is ascribed largely to the 
necessity of borrowing to meet interest payments on the debt outstanding. 
Here we have a phenomenon which may be conveniently described as the 
debt spiral, which represents a gloomy possibility for underdeveloped 
countries hoping to finance part of their development through external 
borrowing. In view of this problem it is important to indicate, at least 
briefly, under what conditions this phenomenon may be a recurring feature. 

The problem can be illustrated with a very simple model. Suppose that 
an underdeveloped country is in international payments equilibrium with 
the value of exports equal to the value of imports, and that for convenience 
we divide the output of the country concerned into exports and goods pro- 
duced for domestic consumption. We shall refer to the export and domestic 
sectors of the economy. Exports and imports refer only to merchandise 
trade, and no interest payments or transactions on capital account are assumed 
to take place initially. ~ 

Suppose that now some autonomous change takes place in the domestic 
sector of the economy, creating a demand for real capital in excess of that 
available domestically. The excess demand is satisfied by borrowing abroad, 
i.e., creating overseas debt, and the funds raised are then spent in the lending 
country on the capital goods required. In the first period therefore an 
import surplus is created equal to the value of capital goods aaa — 


No. 284.—voL. Lxxt. 
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is matched: by an entry in the capital account. In the second period the 
nh te teinnten, and the gross 

Tises accordingly. At best the level of imports will fall back 
to its former level, while at worst the income effect on imports will keep them 
at the new level or above. The point, of course, is that due to the debt 
created, an additional demand for foreign exchange. exists in order to meet 
the interest.on the debt. Everything then depends on the resultant effect 
on exports. Unless the increase in output of the domestic sector has some- 
how induced a suitable rise in the value of exports the interest payment will 
have to be met out of exchange reserves or by further foreign borrowing. As 
a result of the additional foreign-financed increase in output in the domestic 
sector, an export surplus is now required equal to the interest payment in 
order to avoid either of these two possibilities. Since forcign-exchange 
reserves cannot be drawn down indefinitely, most of the weight of adjustment 
will be thrown on the creation of further foreign debt, and the debt spiral has 
been launched. 

This very simple analysis suggests that it is of critical importance for 
what the initial debt iscreated. Ifthe excess demand for real capital occurred 
im the export sector, then there is little a priori reason for expecting the debt 
spiral to be started off, provided the initial investment is sound. 

The situation of most underdeveloped countries is, however, obviously 
unfortunate, since their needs are related to a possible expansion of their 
domestic sectors and to heavy programmes of social investment. It is 
possible, of course, that the expansion of the domestic sector will be to some 
extent at the expense of imports, but in most practical situations it is likely 
that this is a very long-run phenomenon, and little relief will be gained in 
that direction for a considerable period. With regard to social investment 
on a large scale there is no @ priori expectation that the current account 
surplus will react in any systematic way even in the long run. 

The problem of the debt spiral is prior to the question raised by Rosenberg 
as to whether the debt created should be in the form of equity capital or fixed- 
interest debt. Considerable further work on the theory of the debt spiral 
is required before this question can usefully be considered. 

There is a further point, partly a matter of words, but mostly of substance, 
which relates to Rosenberg’s basic conclusion that: ‘‘ Not only did foreign 
investment not constitute any net real capital resources to New Zealand’s 
development between 1887 and 1950, it positively harmed development.”’ 
The point is that to the extent that interest payments can be borrowed on a 
continuous basis, the real burden of the debt is shifted on to the lenders. 
The truth in Rosenberg’s statement is that the financial flow into New 


* There is little to quarrel about with Rosenberg’s remarks on this point, except from the 
practical point of view. The question is whether the underdeveloped countries are going to be able 
to persuade foreigners to hold fixed-interest debt. Certainly at the private level there are grave 
doubts, and it would seem that hopes for issuing fixed-interest debt must depend on the generosity 
of foreign governments or official aid and development sources empowered to absorb such debt. 
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Zealand on capital account was not accompanied by a flow of real capital, 
but simply offset by the interest payments. But suppose that it had not been 
possible to borrow interest payments,! then a larger proportion of current 
saving would have had to be devoted to servicing the foreign debt. To put 
the matter another way, for any given level of saving the rate of domestic 
investment would have had to be smaller. This is not a trivial matter, and 
to the extent that the real burden of the debt was shifted Rosenberg’s basic 
conclusion must be interpreted with caution. In the absence of facilities to 
borrow interest payments the New Zealand rate of growth over the period 
(say) 1886-1934 would surely have been slower, and it is going too far to 
suggest that the borrowing that took place was actually inimical to New 
Zealand’s growth rate. 
R. J. Bau 


University of Manchester. 





A REJoINDER 


I had hoped that I had made it clear in the paragraph preceding the one 
commented upon by Mr. Ball that I did not consider foreign investment 
between 1887 and 1950 entirely unhelpful in the process of economic growth 
of New Zealand. In fact, within the existing financial framework growth 
would have been impossible without foreign investment, although it actually 
served only to finance interest payments on previously incurred debt. 

But if we compare the actual situation to a hypothetical one, the situation 
becomes different. Had New Zealand, by using import controls or ary 
other modern device, reduced her imports between 1887 and 1906 by £21 
million—something just short of 12%, of her import bill during that period— 
and stabilised her foreign debt at £71 million and the consequent annual 
interest bill at £2-9 million, the following situation would have arisen: 





a) (2) (3) 6 of ® 


Interest pay- 
ments (assum- Bee: Balance of 


E - payments on 
on at 1886 surplus, i wren: te 
level) £2-9 | £NZ million. 


mrss £NZ 


58-0 41-0 
23-2 14-2 
145 35-0 
43-5 67-0 
145 33-0 























In looking at these figures their strictly hypothetical nature must be firmly 
remembered. If that is done, two facts emerge: First, it would have taken 


1 As noted by Rosenberg, op. cit., p. 107, this is, of course, a manner of speaking. Nobody 
explicity ‘‘ borrowed interest payments.” This was simply the net effect. 








tion in the subsequent period would have been a positive balance of payments 
on cufrent account of £62:5 million, compared to the actual deficit of £50 
million—an improvement of £113-5 million. 

oeThat balance-of-payments difficulties of the order indicated in column 
(6) -are:an ultimate depressant under gold-standard conditions will not be 
doubted. And. gold-standard -conditions prevailed until 1934. On the 
other hand, that a balance-of-payments surplus as shown in column (5) 
would act as a stimulant, both under gold standard and managed currency 
conditions, will hardly be doubted either. It is on this basis that I have 
argued that foreign investment may be said to have harmed development in 
New Zealand, at least during the period 1920-34. 

While the above table is of a purely hypothetical nature, it is worth 
studying in view of the fact that many countries (including New Zealand) 
are embarking again on a policy of liberal borrowing. It appears that such 
a policy should be evaluated on the basis of choice between belt-tightening 
now and greater strength in the future versus less belt-tightening now but 
increased risks of balance-of-payments deficits in the future. 


W. Rosenserc 
University of Canterbury, 
Christchurch, New Zealand. 





INCOME AND INVESTMENT IN THE UNITED KINGDOM, 
1856-1914: A NOTE 


In an article published under the above title by Dr. Feinstein in the 
Economic Journat, June 1961, the references to my paper “ The Construc- 
tion Costs and the Value of the British Merchant Fleet, 1850-1938,” in the 
Scottish Journal of Political Economy, Vol. 111, 1956, and to my advice to Dr. 
Feinstein are not correct. 

The former reference ignores the fact that in the paper quoted I have pub- 
lished not only indices of construction costs but also for costs per registered 
ton and their application to information about registered tonnage. Table 
IU, on p. 58 of my paper, gives for each year over the period 1850-1938 
estimates of the value of the total merchant fleet in four variants, combining 
two alternative price bases (at current and at historical prices) with two 
evaluations with regard to depreciation (first-cost value and value after 
depreciation), The values at historical prices have been derived by applica- 
tion of the estimated costs in the year of first registration of the respective 
tonnage still in use in a given year. For the evaluation of the depreciated 
value each age group (including the newest ships, the additions during 
current year) has been computed separately. Thus estimates have been 
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made both of the gross capital formation and of the net capital formation 
during the preparation of the published table. 

As I have myself applied the estimated construction costs to the registered 
tonnage, there would be no point in making Dr. Feinstein a special suggestion 
of a procedure which would be “ the most suitable way in which to use the 
indices of shipbuilding costs,” as he suggests in note 1 on p. 370 of his article. 
The plain truth is that I have explained to him a simple, quite obvious thing, 
viz., that construction costs of machinery cannot come into consideration in 
connection with estimates about sailing vessels, and I have explained the 
grave mistake made in his thesis in disregarding something so obvious. The 
form of Dr. Feinstein’s acknowledgment of this advice might mislead the 
reader, by making him assume that I did authorise Feinstein’s using my 
construction costs in the way he did, either because I did not use them 
myself or because I have accepted his way of using them as an improvement 
of my estimate. I can assure the reader that neither is the case, and that in 
fact Dr. Fcinstein’s way of using my construction costs in shipbuilding leads 
to a serious deformation of what I have done. 

The implied “ improvement ”’ should consist in bringing in a better basis 
for converting my indices to costs in £ per registered ton: Dr. Feinstein uses 
one year’s production figure (from the Census of Production 1907) instead of my 
basis, the average value of exported new ships for 1905-9. 

How far from a genuine improvement is this change is shown by the steep 
fall of the tonnage of new steamers registered during the years next to the 
year of Production Census, 1907. This suggests a great impacton the volume 
of work in progress. The tonnage of new steamers (in 000s of net registered 
tons) was: in 1906, 890; in 1907, 716; and in 1908, 387. My paper has 
warned readers against neglecting the impact of changes in work in progress 
on the comparability of registrations and production figures for a single year, 
and has explained why information from overseas trade has a greater research 
value for this particular purpose (see pp. 57~8 of my paper). Dr. Feinstein 
does not register my warning, and introduces the wrong basis without the 
slightest attempt to justify the deformation. 

K. Maywacp 

London. 





“INCOME AND INVESTMENT IN THE UNITED KINGDOM, 
1856-1914”: A REPLY 


I HAD not imagined that my attempt to express my gratitude to Dr. 
Maywald for helpful discussions could be taken as implying that I was 
attributing any responsibility to him for the way in which I had used his 
series. If this was in any way implied, I wish to make it quite clear that he 
has no responsibility for the estimates. 
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i More substantive issues are raised in the last two paragraphs of Dr. 
Maywald’s'note, and I should like 20:make:the following points: 

‘oni: The primary purpose: of my article was to obtain ann’-~' estimates of 
oti: grees Gried eapital fortilatin, toy extrapolating the b:.... ark of £150 
million derived from the 1907 Census of Production. ‘It was therefore necessary 
to break down the benchmark into its major components and then to find 
Rate eiep eliostewwal quilnipins quiet Sor-doch component. 

_ (ii) ‘For my purpose it was correct to include in the 1907 benchmark the 
catiniate derived fromi the Cerisus.of the'valueofnew:shipbuilding work done 
for British owners, including any change (positive or negative) in work in 
progress (£18-5 million), and not Dr. Maywald’s estimate ' covering only 
the valueof new ships completed ({21 million). This is in accordance with 
the:conventional definition whereby the change in work in progress on fixed 
Seren engenedt pein Raydenplhh Gpeantion: 

: (iii) For the extrapolation to other years I should ideally have applied 
ohe: quantity indicator to the-1907:valuc of ships completed and another to 
the change in work in progress, which was approximately minus {/2- -5 million.* 
In practice, the only quantity indicator available is the tonnage completed, 
<aalindegtiadiaias tee cenlichppuhe th Gtilitten theingh inks obeiocdy not 
a good indicator for the change in work in progress component of ship- 
building and implies a figure which is always negative. Dr. Maywald 
apparently suggests that the tonnage completed should be applied to the 
figure of £21 million. I fully accept that this gives a consistently annual 
series for the value of ships completed, and if 1 were publishing a series of figures 
for components of gross capital formation it would probably be best to give 
such a series for this component, defined explicitly as relating to completed 
ships:only. This would not, however, solve the problem of extrapolating 
the change in work in progress, and it is essential to do this in order to estimate 
total gross fixed capital formation. 

(iv) If I had taken the value of ships completed in 1907 as £21 million I 
would have had to reduce some other component of the benchmark by £2-5 
million. In the absence of any separate quantity indicator for the change in 
work in progress this would, in practice, have meant reducing the residual 
“ miscellaneous items.” In my article I extrapolated the 1907 value of this 
component on the assumption that it moved in proportion to all other items, 
and I would now have to make the same assumption for the revised figure, 
including change in work in progress, and the estimates of total gross fixed 
capital formation would beonly marginally different. This can be illustrated 
by the following calculations for the years of “ serious deformation ”’ to which 
Dr. Maywald refers: 

* K. Maywald “ The Construction Costs and Value of the British Merchant Fleet, 1850-1938,” 
Scottish Journal of Political Economy, Vol. 111, p. 57. (It may be noted that 1907 is the only pre-1914 
year for which an estimate of the value of ships completed is given in this article.) 

* This is the figure implied by the difference between the two estimates. In the light of the 
falling trend in tonnage cornpleted mentioned by Dr. Maywald it seems to be fairly plausible. 





(& million) 








4 Miscel- Ships Other | Miscel- 
a Speci lancous | Total. | com- | specified | lancous | Total. 
items. pleted. items. | items.* 





22-1 18-7 164-3. |. 25-1 | 1235 | 160 164-6 
18-5 17-1 1500 | 21-0 114-4 146 | 1500 
10-0 13-7 120-1 i+ | 964 116 119-4 


* Including change in work in progress. 

(v) My conclusion is, therefore, that the only way of making a really 
serious improvement in my figures on the basis of Dr. Maywald’s suggestion 
would be to introduce a series to measure changes in work in progress in the 
shipyards directly, and use this to estimate the figures for years other than 
1907. So far as I am aware, no such series is available, and the amount at 


stake does not seem large enough to justify an elaborate attempt to produce one. 
C. H. Femsrein 


























Department of Applied Economics, 
Cambridge. 





A NOTE ON THE REAL BALANCES EFFECT 


Tue “ real balances effect” has been the subject of such long and con- 
tinuous discussion that it would seem impossible that any important aspect 
of the argument could have been overlooked. It is, nevertheless, the purpose 
of this note to point out that at least one of the assumptions upon which the 
operation of the effect depends is by no means beyond question. 

The “ real balances effect ” is said to render underemployment equilib- 
rium impossible in a regime of flexible wages and prices. It does this 
because as long as unemployment persists wages and prices will fall, increas- 
ing the real value of assets held by the public. Once the real value of assets 
held by the public are greater than or equal to the amount that the public 
wishes to hold, saving will stop or, in other words, expenditures will increase. 
It is, of course, crucial that savings become zero at a positive interest rate. 

It should be noted that, in this argument, it is the current real value of 
balances that is of critical importance. To the extent that the adequacy of 
money balances are judged in terms of their real value at some future date, 
the current price level is of importance only as it influences expectations of 
future levels of prices. 

In order for the “ real balances effect ” to ensure a return to full employ- 
ment, one of the following must be true: 

(1) The public expects the current price level to remain unchanged 
for an indefinite period. ‘The adequacy of real balances can then be 
judged in terms of the current price level. 
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sf ord} Ee Se to more “ normal ” levels, 
~ but juc the adequacy of real balances only in terms of current price 

levels, its, they have no negative time preferences. 
(3). The public expects the price level to continue falling, but once 

“the size of real balances reaches some specified level, time preferences 

. become strong enough to more than ofiset the anticipated real interest 

to be isined by holding additional balances. 

The first of these assumptions seems quite implausible when we consider 
the magnitude of price-level changes which even the supporters of the “ real 
balances effect ” admit as necessary to restore full employment. 

Such large changes in the price level are almost certain to lead to either 
the expectation of still further decreases in prices or to expectations of a 
return to more “ normal ” levels of prices. The least plausible assumption 
is that, in these circumstances, the public will expect the current price 
level to remain unchanged. 

The second assumption—that the public judges the adequacy of real 
balances only in terms of current price levels—loses much of its plausibility 
when we consider that the motives for holding balances include such things 
as the desire to provide for old age, the desire to pass on a legacy or to make 
provision for the replacement of worn-out capital equipment. In none of 
these cases are Current consumption expenditures substitutable to any great 
extent for the holding of balances for the future. The adequacy of real 
balances held by this group (which will be referred to hereafter as Group A) 
will then be judged in terms of price levels anticipated at some future date. 

Several courses of events are possible, depending upon which set of expec- 
tations predominates and the size of Group A’s income and real balances 
relative to those of the remainder of the economy (hereafter referred to as 
Group B). 

If expectations of a continued fall in prices predominate, then the rea! 
balances of Group A and Group B will be more than adequate. Whether 

itures increase or not will depend on the rate at which prices are 
expected to fall as compared to the time preference of the representative 
holder of real balances. 

Several possible consequences are conceivable: 


(1) If time preferences are strong and the rate at which prices are 
expected to fall is slow, the real rate of interest may be low relative to 
time preferences, in which case the real balances effect will operate. 

(2) In the opposite case, where time preferences are weak or where 
the price level is expected to fall rapidly, the real rate of interest will be 
large relative to time preferences, in which case the rate of savings will 
not only fall but will, on the contrary, rise even after the market rate of 
interest has become zero. In this case the fall in prices will continue at 
a more rapid rate. 
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(3) The third possibility is that the anticipated rate of decrease in 
prices will be such that the real rate of interest will exactly offset time 
preferences and the rate of saving remains constant. The result in this 
case would be an underemployment equilibrium with a continually 
falling price level. This case, too, is compatible with a zero or negative 
market rate of interest. 

In the case in which prices are expected to rise in the direction of a more 
“normal” price level (before the balances held by Group A are expected 
to be spent) several courses of events are again possible. Money incomes 
being lower, but the money value of the balances that Group A wishes to 
acquire remaining the same, a larger and larger proportion of money 
incomes must be saved as money incomes fall. 

The possibilities in this case are: 

(1) If Group A, or rather the income of Group A, is small relative to 
total incomes, its additional saving may be more than offset by the 
dissavings of those whose real balances have become larger than desired. 
In this case the “ real balances effect ” continues to work. 

(2) If the income of Group A is large relative to total income, its 
increases in saving may more than offset the dissaving of the remainder 
of the economy. Prices would then presumably fall at an increasing 
rate and without any limit above the zero level. 

(3) Relative sizes of income and relative responses to price changes 
could result in a situation where the rate of increase in savings of Group 
A would be exactly equal to the rate of dissaving of the remainder of the 
economy. Savings would then remain positive even with a zero or 
negative interest rate. In short, underemployment equilibrium is, in 
this case, compatible with price and wage flexibility. 

Thus, the “ proper ” functioning of the real balances effect is only one of 
three possible courses of events, the other two being a continued fall of prices 
at an ever-increasing rate or an underemployment equilibrium with wages 
and prices continuing to fall, although not necessarily at an increasing rate. 


James A. Guerrry, Jr. 
University of Buffalo. 





CURRENT TOPICS 


We offer our best congratulations to Professor A. K. Cairncross, who has 
been elected to be a Fellow of the British — 


We also extend our best pane wishes and congratulations to Professor 
Francois Perroux on his election to be a Corresponding Fellow of the British 
Academy. 
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©. ‘Proressorn S..R. Dennison has been elected to the David Dale Chair of 
ere — ronvaae — - 5 copter tegas 
siiahd er : 

vba diped nae ‘The a of is Houblon-Norman Fund 
fant: for Fellowships or Grants in aid of research into the 
working. of industry and finance in Great, Britain and elsewhere and the 
economic conditions affecting them, Fellowships, which are intended for 
experienced research research workers, are awared for full-time research for one year, 
which may be renewed for a second year. Grants are awarded for cither 
full-time or part-time work. The amount of the awards, which will take 
effect from October 1, 1962, will depend upon the circumstances of the 





candidate and the probable expenses of his, work. Applicants must be 
British subjects normally resident in the United Kingdom. The Trustees 
are ‘prepared to relax this rule only in exceptional circumstance. Forms of 
on, which may be obtained from the Secretary of the Fund, c/o the 
Bank of England, London, E.©.2, should be returned not later than March 1, 


1962. 





THE Trustees of the Houblon-Norman Fund, on the recommendation of 


their 
grants for 1961/62: 


Mr. Srinivasa Ambirajan, Research Student, 
University of Manchester. 


Bis. ‘R. P. :Retoher, Sasuwer in Acoosting, 
London School of Economics. 


Professor E. H. Phelps Brown, M.B.E., F.B.A., 
London University. 

Mr. P. G. M. Dickson, Lecturer in History, 
Oxford. Fellow, St. Catherine’s College. 

Mr. R. S. Gilbert, D.Phil., Student, Oxford. 

Mr. R. M. Hartwell, Reader in Recent Social 
and Economic History, Oxford. 

Mr. James Pickett, Lecturer, Royal College of 
Science and Technology, Glasgow. 

Mr. S. B. Saul, Lecturer in History, University 
of Liverpool. 

Dr. Brinley Thomas, O.B.E., 
Economics, University College, Cardiff. 
Mr. A. J. Topham, Organising Tutor for the 
Workers’ Educational Association, Cleveland 

Area of North Yorkshire. 


Professor . of 


Committee, have made the following awards of research 


The Influence of Economic Thought on the 
Policies Pursued by the British Government 
and East India Company in India. 

The Voluntary Winding-up of Companies 
under the Procedure of the Companies Act, 
1948. 

The Movement of Pay and Prices in Certain 

Countries. 

The Financial Revolution in England, 1688- 
1756. 

The Australian Loan Council. 

Hand-list of English Country Banks (prepared 
by the late Neville Ward-Perkins). 

The Canadian Economy, 1871-1921. 


The Colonial Economic Policies of Joseph 
Chamberlain, 1895-1903. 

Long Swings in Construction in North Adantic 
Countries since 1890. 

The Operation of the Workers’ Council System 


in Yugoslavia. 


Erratum 


My attention has been drawn by Professor Tatemoto to a wrong tran- 
scription of the equation set out on p. 280 of the Economic Journat, June 
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1960, which was quoted from my Towards a Dynamic Economics, ed. 1960, 


)} 


¢=6,{1 +2(1 is 


Christ Church, 
Oxford. 





R. F. Harrop 


Tue following have been admitted to Life Fellowship of the Society: 


Beard, F. G, 
Bramwell, W. K. 


Dickinson, Prof. H. D. 





Ramaswami, V. K. 


Tue following have been admitted to Fellowship of the Society: 


Aaronovitch, S. Carson, P. 
Abbott, Prof. L. Cheetham, R. J. 
Abdullah, R. Chin, P. 
Adewunmi, C. S. Chung, J. 
Ajiboye, E, O. 
Akabusi, K. D, 
Ambirajan, Dr, S. 
Ampah, J, E. 
Andreas, A. J. A. A. 
Arkell, F. N. 
Babalola, I. O. 
Baldwin, M. D. 
Barnett, Mrs. V. L. 
Berenbau, M. 
Bitmead, R. C. 
Bleile, G. 

Booth, ’. ©. 

Breit, W. 

Briant. KR. L. W, 
Bubeck, C. H. 
Bubna, R. K. 
Buckley, Prof. K. A. H. 
Bugg, D. D. 
Burgess, P. R. 
Busch, J. K. 

Cain, Capt. R. M. 
Campbell, Miss J. E. 
Cansick, P. A. 


Guldberg, H. H. 
Hassall, G. L. 

Holloway, R. G. 
Hunter, Prof. A. 


Jacob, Dr. C.,, Jr. 
Joyce, P. C. 

Kilby, P. 
Kronstein, Dr, R. 
Krzyzaniak, Dr. M. 
Kwok Pak-Wing 
Lancaster, A. 
Leung Kwok-on 
Levin, A. E. 
Levitt, Mrs. K. 
Lindley, G. K. 
Lofthouse, H. 
Marion, Prof. G. 
Mark, W. W. 
MacBride, J. C. 
McCarthy, C. R, 
McCrone, R. G. L. 
McKee, A. F. 
Mitchell, G. 
Mitchell, P. M. 
Mohamedani, S. G. 
Moore, W. C. 
Murphy, C. 

Nair, Dr. D. 
Needham, R. 
Nichols, J. R. 
Nworah, §. I. 
O’Brien, P. B. 





Thomas, A. P. 
Thomas, C. H. 
Thomopoulos, P. A. T. 
Tyler, G. E. 

y Urrutia, J. L. 
Van Potta, S. 
Voles, C. W. 
Whitney, J. 
Wilkinson, E. 
Williams, R. B, 
Willson, E. W. 
Wilson, D. C. 
Yim, Dr. L. 
Zaidi, M. A. 


ia 
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: [ee 
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Tue following have been admitted to Library Membership of the Society : 


Anand Swaroop Library, D.A.V. College, Kanpur, India. 

Andhra Loyola College, Vijayawada, A.P. India. 

Brookings Institution, Economic Specialists Group, Vietnam, Saigon. 

Centro de Investigaciones Economicas, Buenos Aires, Argentina. 

City College; Commerce Dept., 13 Surryya Sen St., Calcutta, India. 

City Librarian, P.O. Box 1992, Wellington C.I., New Zealand. 

Commerce College, Jamnagar, Gujarat, India. 

Eastern Washington College of Education, Hargreaves Library, Cheney, 
Washington, U.S.A. 

European Investment Bank, Brussels, Belgium. 

Inter-American Development Bank, Washington 25, D.C., U.S.A. 

Kansas City Public Library, Kansas City, Missouri, U.S.A. 

Monash University, Faulty of Economics & Politics, Clayton, Victoria, 
Australia. 

Provat Book Co., Tollygunge, Calcutta, India. 

Ramakrishna Mission Institute of Culture Library, Calcutta 29, India. 

Randolph Macon College, Lynchburg, Virginia, U.S.A. 

Reeves Library, Westminster College, Fulton, Missouri, U.S.A. 

Rhode Island College, Providence 8, R.L., U.S.A. 

Santa Chandra Sekhar College, Puri, Orissa, India. 

Socony Oil Company Inc., Paulsboro, New Jersey, U.S.A. 

University of Idaho, Moscow, Idaho, U.S.A. 

University of Nigeria, Nsukka, Eastern Nigeria. 

University of Omaha, Omaha, Nebraska, U.S.A. 
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TuereE is an unsatisfied demand for copies of the Economic Journa for 
September 1960, December 1960 and June 1961. The Society will pay 5s. 
for any copies returned in good condition to the Secretary at the Marshall 
Library, Cambridge. No other issues than those mentioned are required 


or will be purchased. 





We draw attention by request to two international conferences that will 
be held during the summer of 1962: 

(1) The Second Congress of the International Economic Association will be 
held in Vienna during the period August 30 to September 6, The general 
theme of the lutein will be Economic Development. The Congress, apart 
Sieh tee Peary Peliens, He Webie tite Sur Seven cused empes 
tively with: (1) “‘ The Determinants of Economic Growth”; (2) “ Indus- 
trialisation and Methods of Increasing Labour =r tarts * (3) “ Tech- 
niques and Problems of Development Planning ”’; a The Stabilisation 
of Primary Producing Economies.” 

The Congress is open to all members of national economic associations 
affiliated to the International Economic Association, of which the Royal 
Economic Society is one. A leaflet was included in the June issue of the 
Economic Journat. Reservations should be made through the Oster- 
reichisches Verkehrsburo, Wien 1, Friedrichstrasse 7, Austria. 

(2) The Second International Economic History Conference will be held in Aix- 
en-Provence during the period August 27 to September 2, There will be 
four Plenary Sessions and nine Section Meetings, covering a wide range of 
topics. A leaflet is included in this issue of the Economic Journat. 

The Conference is open to all interested members of the Royal Economic 
Society. Registration should be made before May 31 at latest. Applica- 
tions, on the form attached to the leaflet, should be addressed to Professor G. 
Duby, Faculté des Lettres, Université, Aix-en-Provence, France, marked 
International Conference. 
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AWE aS rey ik 
Journal of the Royal Statistical Society 
Vou. 124, Pawr 2, 1961. The Role of Models in Operational Research (with Discussion): K. D. 
\idaes of Berio; 2900 cael 1937 ame cab Ac Teton "nn iam i i . 
a | r d ie ps { 5 - 
on an Electronic : H. R. Smerson. A Peasioal Demniiestion of ¢ New : 
D ‘to Give a {Gee See « * B. C. Kanan. A Note on the Paper 
4 . B. Thomson on * ERNIE—a and Statistical Analysis”: E. Bortwcrr and 
ee The Recent Controversy over Resale Price Maintenance: G. Bor'rs. 
Economica 


oy fos: GS Le To tes en acing apr F sata 
UCKER. t) a Gane 
States, te ay wall R. J. Buatia. The Replacement of 
S. Epwaagps. 


= Review of Econonomic Studies 
Vou. XXVIII, No. 77 Jom 1961. The Analogy between Atemporal and Intertemporal Theories 
Allocation: “T E, Mananvaup. Comparative Advantages and the Theory of Tariffs: a 

Model; R, W. jones. 
ie Sy Relais K. . Tiger apt Mares ond th The neste 


Be ay gang 5 liam 
‘The Manchester Schoal of Economic and Social Studies 


Vor. XXIX, No. 2, May 1961. Monopoly and Competition in Television: Some Policy Issues: 
P, O. Srepver. of faree Stare ty Baik Cor Moutertering 


Firms: WP ihoont a2 A iveone, Credit Restriction and the Supply of Exports: 
Bau. agen gr veoationeyge “tears 


Coppock. 
Syxes. The Cost Function for Crude Oil g vie oe The Measurement of 
Quality Changes in Consumer Durables: 34. bis Romssebst Notes on Gost and Capacity: Bruce 


WiILLiaMs, 
Oxford Economic Paper: 
Vor. 13, No. 2, June 1961. On Teaching Public Finance: U.K. Hicxs. Direct Additivi 
Conneners’ Behaviow: H. A. J. Green. The Nemes and Ribs ill teatieg te Ue. 
developed Economies: A. G. CHANDAVARKAR. The International Monetary Fund and Balavce 
yf Payments Adjustment: W.R. Atien. Costs in Retail Distribution in Great Britain, 1950-7: 
S. Pottarp and J. D. a. Inflation and Growth: Some Lessons to be Drawn from Latin- 
s Maynarp. Balanced Growth and International Speciatization: A 
peeling srg J. M. Monrtias. Cyclical Fluctuations and Economic Growth: H. 
Nessen. Cyclical Fluctuations and Economic Growth: A Reply to Mr. Neissen: L. L. 
PASINETTI. 
National Institute Economic Review 
No. 16, Jury 1961. The Economic Situation. The Chancellor's Measures. Labour Supplies: 
Trends and Prospects. Economic Growth: The Last Hundred Years. 
The Journal of Industrial Economics 
Vor. IX, No. 3, Jury 1961. The Scope of Fair Wage Comparisons: H. A. Ciecc. The 
Backward Art of Interdivisional Transfer Agen j. A. Menace. Potential Competition and the 
United States Chlorine-Alkali Industry: H. Marti. “A Note on Potential Competition: E. 
Brunner. A Noie on the Size of a , ate H. O. Srexrer. The Measurement of Economies 
of Scale: C. Winsren and M. Haut. The Structure of Food-processing Industries 1935-55: 
N. R. Couirys and L. E. Preston. 





Vou. IX, No. 10, 1961. Farm eee a eer renee Oy Sacre 
of Linear Programming: J. D. Stewart. The Practical Use of Linear P hye 
Hen mae egg tg ome cae ange beeen cae thay 

The Farm Economist's Librargy—Selected Publ: 
1960: R. Fasnacut. Food and Agriculture, Notes and Statistics: ‘Ke RCusn. 

Vor. IX, No. 11, 1961. 

GARDNER. 


May-June 1961. sling es Pa S. Zmcet. ee 
JSrom a Stamp Collection: W. Jj. G. Monroe. 
Property and Death Duties: j. RS Reve REVELL. scene Sed I. H. aw 


Journal of the Institute of Actuaries 


Vou. 87, Part I, No. 375. Address by the President: J. H. Guntaxe. “* Blue Cross” and 
“* Blue Shield”. Insurance against Costs of Hospital and Medical Services in the United States : 
j. S. Tompson. The Radcliffe Report and the Long-term Rate of Interest. Abstract of the 
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L. G. Hall. The British Association for the Advancement of Science. The 
. A. A. Menzier. Continuous Investigation: Mortality of 
“bo sonst Sag, tend aeranedi tec ge 


Bank of England 
Sua Combai arch 196 Fae for Eo 1960. Sale of the 
ies, March 1961. Finance for Exports. United Kingdom 


The Banker 


¥y 1961. ag tte cre America on the Rebound. The Macmillan 
. Ba Italy's Calculated Risk. Dismantling Japan’s Two-tier 
: G. Frrzceravp. 


Pep ech F, W. Arnotp. A Financial Notebook. 
? Commonwealth and Monetary Pay Decimalization: Case Not Proven: 


Vor. OXI, No. 427, Sepremper 1961. Squeeze and Freeze World Payments and the I.M.F.: 


S. Gusert. Growth Without Inflation: E.V.Morcan. Lessons of Dutch Wages Policy: 
A. Barensurs. 


The Bankers’ Magazine 
Von. CXCI, No. 1408, jury 1961. Merchant Banks: T. M. Rypccsxi and 5. Frowen. 
Credits: L. Arncnisatp and M. A. B. Hamuyn. The Emperor’s New Clothes: E. J. 
I poe New Methods in Banking—XiI: R. Huwpre. Prospects for Imported Food Prices: 
ONES. 

Vor. CXCII, No. 1409, Aucusr 1961. Some Figuring on British Bank Profits: Puagpra. 
The Banking Half-yar Bankers on Company Law: H. Epey. Section 54 Re-examined: 
R. R. Pennincron. Measuring Commodity Prices: K. Jones. 

Vou. CXCII, No. 1410, Shoveahi 1961. The Chancellor's Panic Measures: Sm RAvPu 
Hawrrey. Monetary Policy and Economic Growth: M. Niveau. Economic Report from the 
U.S.A.: The Upturn Well Under Way: Our American Osserver. Hire Purchase Revisited: 


J. Bares. 
Journal of the Institute of Bankers 
Vor. 84, No. 4, Avcusr 1961. The Economic Scene: P. Barzau. The Pay-roll Tax and the 
Labour Market: E. W. Evans. United Kingdom Regulations and Practice Regarding Inter- 
national Capital Movements. 
Barclays Bank Review 
Vou. XXXVI, No. 3, Aucust 1961. The Finance of Exports. Into Europe. The Boom in Tin. 
District Bank Review 
No. 139, Serremper 1961. The Future of Technical Assistance: T. E. Cresrer. industrial 
Development in the North West: E. G, W. ALLEN. 
Lioyds Bank Review 


No. 61, Jury 1961. The U.K. Economy 1951-61: Performance and Prospect: G. Hurron. 
Money, Liquidity and Interest Rates: B.V. Morcan. Peaceful Revolution in Latin America: 
J. H. Ferouson. 


Midland Bank Review 
Auoust 1961. Progress in Marketing Farm Produce. Graphical Survey. More Light on British 
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No. 55, Aucusr 1961. A Time for Questions. Petroleum Chemicals: J. M. Lzonagp. 


The Tivos Benks Bevioe 
No. 50, June 1961. ning gg ic “* Risorgimento”: P. Barzav. The Future of Inter- 
stand Thode ond . E. Mave. su emeen Sat Dr. Dodd. 
No. 51, Sepremper 1961. and Growth: T. Wirson. Caper of Banking te Fling 
Kong: L. S. Presswex. Rise of Glasgow’s West Indian Trode, 1793-1818. 


Westminster Bank Review 
ag tgs Window in Moscow: R.J.Crarx. The of National Debt J. 
deo Uneees is te Pili E. W. bream’ ciel Mee payee 
w. aT Hh Hinton. 
Planning 
Vor. XXVH, No. 453, Juny 1961. Agriculture, the Commonwealia and EEC. 
Voi. XXVII, No. 454, Aucusr 1961. Economic Planning in France. 


Town and Country Planning 
Vor. XXIX, No. 5, May 1961. The Crisis for British Planning: M.J. Wwe. The Growth of 
the London Region: W. Tuomas. North America: pm re wnt N. Pearson. 
Vo. XXIX, No. 6, Juwe 1961. The London and the Development of South-East England: 
1961 to 1981. (aang aon Town Conference: K. Jones. New Towns as 
Regional Centres: P. D. McGovern. 
Vor. XXIX, No. 7, Jury 1961. The Parisian Agglomeration: G. S. Suorr. Off-street 
Parking in Residential Areas: S. Jensrecr. 
Vor. XXIX, No. 8, Avousr 1961. Folly: P. H. O. S. Population, Employment 
ot Trends in the West Midlands: D.E.C. Evers-ey and V.Jackson. The 
idlands Industrial Dispersal Projects: B. Loapssy. into Proposed Site for 
Ione L. B. Keesre. Study Tour of American Cities 1961: W. Burns. Teens 


Commissioner: W.L. Tayuor. Has R.A 
Vor. XXX, No. 9, Sepremser 1961. New or a Wiel leo 


for * Quality of Living ”: a review of “ Cities in Flood”: me roe e 

1961: P. Benson. The American Regional Cine ‘LH Wan Witson. The Future of 
Covent Garden. Housing Preferences in the U.S.A.: W. Exprepcs. Semi-detached Views: 
W. Sat. 


The Journal of the Institute of Transport 


Vor. 29, No. 5, Jucy 1961. The Philosophy and Practice of Medicine in the Transport Industry: 
L. G. Normax. The Ground Transport of Air Freight in the United States: G. Gnirrtrus. 
Railway Wagon Utilisation and the Problem of Cripples: F.Sumcurro. Visit to Belgium, 1961. 
The Structure and Organisation of Transport in Belgium: M. Porrr. 


Progress 
Vor. 48, No. 269, May 1961. New Roads Lead to Rome: Italy’s Great Tunnel and Highway 
: G. Corserim. ee ee ee G. Hopeson. Private 
Marketeer: an Experiment in Communication: 
"Donovan. Education, Training and Employment of Young 


Disunited Europe: A. Lovevay. Art in the Welfare State: 

of Television: M. Asrams. The Introduction of a Decimal 
* eRe ey Pe oh Schools: F. 
. F. J. M. Krut. 


No. 41, June 1961. Trend in Canada. Problems Facing Abaca Producers. Market Raporis: 
I. New York. II. London. 
No. 284.—voOL. LXxI. 2L 
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No. 23, ink, hecetths ehens'af Popnets The United States: Steel Takes the 
a Freight Trains Pose an Industrial Problem. Steelworks in the Making. 
5 British Steel in Moscow. 
Which? 
Jun 1961. Kitchen Floor Tiles. Mothproafers, Furniture Removals. Kitchen Sinks. Tipping. 
_ The Economic Record 


‘ Pid aay gE 7 Reremerhen ©. F-Hewensson. 


Eotcume Theory of the the Firm: B. L. d W. P. 
ok fg gh My Jou ad WF 


The South African Journal of Economics 
Vo. 29 , No. 961. The Introduction of a Decimal Coinage System in the Ui South 
a  D Aauss Ge Pe ey tite ted Chee be Unan T A. 
ris teal tengo of dae tag, R. McKownev. 


Finance and Trade Review (Volkskas Lid.) 
Vor. 3 pen oo tr 1961. The National Income of Bechuanaland Protectorate: 1955: 
D. P. Erasmus. Review of Economic Conditions in the Union in 1960. 
Vou. IV, No. 6, Juxs 1961. Oligopoly and the Monopoly Problem: D. J. Mouton. South 
ie ae mar ae j. Jones. The Place of Secondary 
African Economy: F.W. Marx. 


The Canadian Journal of Economics and Political Science 
No. 3, Aveusr 1961. ae, canbe ‘ees aero Pet N. Keyerrrz and 
F. Greenway. Keynes's Identity, Ricardian Virtue, and the Partial Dichotomy: R. E. 
Capital and Labour Repair Voting, Game , and Resource Use: J. M. Bucnanan. The 


Canada’s ign Trade: D. F. Wan. The Short-run 
cts of Instalment : A. C, Curane. 
The Australian Journal of Statistics 
Vor. 3; No. 1, Aprit 1961. The Comparison of Linear Regressions for Sets of Correlated Variates: 


D. J- Foy and M. R. Saspronp. The Combination of Probabilities: an Application of 
Functions: H. O, LANCASTER. 


Vor. V, No. 2, Avcusr 1960. Adam Smith on Value: A. K. Das Gurta. Impact of Price 
Movements : 


> D. Naram. The Stctes’ 
Stochastic Linear Programming 


Vor. 1, No. 1, Marcu 1961. (Published by Dept. of Commerce, Osmania University, 
, India). The Public Sector in India: V.K.R.V. Rao. Efficiency in the Public 

P. i. teens gg yong aye V. V. Ramanapuam. Top Man- 

semen and >; B. K. Newrw. Idle Capacity in the Metallurgical Industries: 
U. Sastry. of Wages in Industrial Incomes: A.S.JAGANNADHA Rao. Refrig- 

ret ga ‘AC an duly ofte Athan S.V.Sarapa. Land Reforms in India: W. C. 


The Pakistan Development Review 
Vor. 1, No. 1, Summer 1961. (Published by the Institute of Development Economics, Old 
eee ee Bunder Road, Karachi i, Industrial Location and ae Plan- 
ning in Pakistan: J. C. . EDDIson. Income Welocity and Pakistan's Second Plan: R. C. Porter. 
th Second Fie Year Plan: A. R. Kxtan. A First Glance at Pakistan's Age Distri- 
bution: K. J. Keorx:. “A Measure of Inflation in Pakistan” —A Summary: S. U. Kuan. 
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The Malayan Economic Review 
Vor. VI, No. 1, Apri 1961. A Brief Review of some Theories 
Corpen. and Income from Rubber in an 
Fisx. The Competition between Synthetic and Natural Rubber: T. 
Penis cngag Soe: Age gett rac’ M. Smmnonara. 
Development in : H. S. Tano and S$. C. Msn. Economic 
Vietnam, 1954-60: ‘Tox Tuat Tuten. 


The National and Grindlays Review 
bie A No. 3, Juty 1961. Commonwealth and Common Market. Economic Growth in Tangan- 


Social and Economic Studies 
Vor. 10, No. 2, June 1961. Education and Economic 
National Income 7 


June 1961. The Irish Budget. 
International Monetary Fund: 
Sepremper 1961. The Common Market. The Irish Economy in 1960: E. Nevin. 


International Labour Review 
Vor. LXXXIII, No. &, une 1961. Stabilisation and Training of Manpower in 
SamutLenxo. Jinproving In-plant Training in the 
Asia: The Experience of the 
of the LC.F.T.U.: V.S. Maruur. The Influence of International 
n in Cabewr Legis'ation: Luwa Riva-Sanseverino. The Employment 
in 

0 LeKIV, No. 1-2, Juty-Aucusr 1961. Immigration of Foreign Workers into the 
ederal Republic of Germany: H. M. Dreyer. Observations on the Financing of Social Security in 
the Common Market Countries: J. J. Ripas. Economic Growth and Social Policy im Latin 
America: Ao en Gales Saas Se ee the L.L.O. The United States 
and Early Operation: 


Encyclical ““ Mater et Magistra”: 
of the Sahara. Labour~Mi 
International Financial Statistics 


une 1961. Usual Statistical Material. 
jury 1961, New Government Finance Data for Chile. Revised Money and 


International Manciay Fund Staff Papers 


The Fund Agreement in the Courts—VI: J. Goin. 
International Social Science Journal 
Vor. XIII, No. 2, 1961. Recent research on racial relations. 





THE ECONOMIC JOURNA.. 


~29, Wo. 2, I. ra oes Dynamic 
on Regie = Distibtion nn: FB. Pes. Bet 
¢ mad soe me dep ; aan mt at H. O. Hartuey. 


Equations: A. L. Ne3ar. A 
Note on the General Possibility Tha "Thaven of the Social Welfare Fancion: Y. Murakami. 


Revue de P Institut International de Statistique 


VoL. 29, No. 1, 1961. Some Approximations to the Percentage Points of the Non-central T-distribu- 
tion: C. Van Eapen. Review of International Statistics. 


Public Finance 


Vou. XVI, No. 1, 1961. : EN British Publi 
Wars XVI, No. ‘Nevin. pashan lion def te abi 194 ste 


Slatin ar Dele Ateneo”: Debt Management in den Nieder- 
landen seit 1945: C. Gornuart. 7 tno Some Theoretical Aspects (American 


report): E. R. Roupn. 
Kyklos 
No. 3, 1961. Current Economic Problems: 
, and Alternatives: L. B. YEAGER. 
ta. Sondra Bete 
. Fiscuer. — oe 
. C. SWERLING. Jiao ail iets Miacnastiows ta a Ihechap- 
.N. on Agriculture in the European Common 


ms yg Take pap lean a 
Siesmvcer and T. E. Hotianper. 


Vor. LI, No. 3, June 1961. The Short Cycle in Residential Construction: J. M. Gurrenrac. 
Cyclical Sensitivity of the Labor Supply: W.L. Hansen. Effect of Tariff Changes on Im- 

: M.E. Krewan. Marx and Soviet National Income Theory: V.Howzsovsxy. Indus- 

: French Experience: J. Sueanan. Equilibrium Growth Models: J. 


“Annals of the American Academy of Political and Social Science 
Vor. 336, Jury 1961. Js International Communism Winning? 


The Journal of Political Economy 


Vor. LXIX, No. 3, June 1961. The Economics of Information: G. J. Sricizr. Welfar 
Aspects of Benefit-Cost Analysis: J. V.Kruruia. Land Values and the Measurement of High- 
Benefits: The Search for a Risk Premium: R. W. Gray. Elasticities of 
and Constant-output Demand Sor Labor: J. R. Muxastan. How Income 

Duglt To Be Distributed: Paradox Regained: R. H. Srrorz. 
Vor. LXIX, No. 4, Aucust 1961. Industrialization, Factor Markets, and Agricultural Develop- 
ment: W. H. NicHouzs. onde sr lg bdr arm A Suggestion for Reconsideration: 
J. Drewnowsxi. Flight Insurance and the Theory of Choice: R. Etswer and R. H. Srrorz. 


The Review of Economics and Statistics 
Vou. XLII, No. 2, May 1961. International Aid for Underdeveloped Countries: P. N. 
Debt: A. P. Lerner. The Flexibility of Anticyclical 


. L. ANDERSON and J. CoRNWALL. Innovation, Diffusion, and Pro- 
5 Sector Productivity: H. D. Lytron. Weather and the 
Model for the Indian Economy: 

O. Srexter. Discrimina- 





The Southern Economic Journal 
Vor. XXVIII, No. 1, Jury 1961. On the inequality of the Rate of Profit and the Rate of Interest: 
C. B. Hoover. craw agg ongy yerrage mote Jj. _— The Methodology of 
iis Dat Peaeen i 0 for Wheat: F. Rees: Dif Sprains TB 


Denon 5 
ap oa Stary andthe P te Seach § WoL Mans Mier. Labor and 
the Tari; 


Industrial and Labor Relations Review 
Vo. 14, No. 4, Jury 1961. Unionism Among Retail Clerks in Postwar Britain: R. E. L. Kurcur. 
Retirement of Air Line Pilots: K. M. RuprentHar. Our Future Industrial Society: 


ing by the New England Textile Mills, 1840-1860. A Comment: B. Varrer. Mrs. 
Vatter on Industrial Borrowing. A Reply: L. E. Davis. 
Economic Geography 
Vor. 37, No. 3, Jury 1961. Two Kinds of Geography : W.R. Smvart. Industrial 
ment in the Vancouver Area: P. D. McGovern. Geography and Human Ecology: L. F. 
Scunore. Locational Patterns of American Automobile Assembly Plants, 1895-1958: C. W. 
Boas. Diversification of the of the Cacao Coast of Bahia, Brazil: R. L. Srevens and 
P.R.Branpio. Ezonomic : A Framework for a Disciplinary Definition: M. J. Wess. 
Chile’s New Iron and Steel Industry: C. L. Wurre and R. H. Cumcore. 


The Journal of Accountancy 
Between Purchase and Pooling: S. R. Sapmenza. Partnership 
Problems: J. W. Joumson. An 
and Prospect: G. . The Management Service Function. Data 
g Centers and the CPA: R. F. Laws. Fund Concepts as Accounting Postulates: H.W. 
Avucust 1961. What's Wrong With Financial ing? Tax Effects of Inventory Methods: 
Jj. F. Barron. Appraising Factoring for a Client: D.G. Fourx. Welfare and Pension Plans 
. H. CrrisTensen. 


Disclosure: O. 
Revue d’ Economie Politique 
Vor. 71, No. 2, Mancu-Aprit 1961. La contribution du rapport Radcliffe d la théorie de la 


économique: D. J. Detrvants. Croissance industrielle et commerce extérieur: H. Dent. 
Le dans le marché commun: R. Hiconner. Chronique de conjoncture: 


J. L. Guovreri and P. Carrere. 
Vor. 71, No. 3, June 1961. Monnaie et expansion. Le réle de la Banque centrale: P. DieTeRen. 


Les du développement 7 
Vor. 71, No. 4-5, Jucy-Avousr 1961. La situation démographiqu: L. Buguer. - e4 
R. Marsor. Lzs comptes de la nation: P. Manet. Politique et législation fiscales: 
COLLARD. Le budget, la trésorerie, la dette publique: C. Corpesas. tmnt dha 3 
court terme et le marché des changes: H. K. Les caisses d’épargne: J. Nomerav. 





Revue Economique 
Vou. XI, No. 4, 1961. La S.N.C.F. @ le concurrence: P. Cours01n. Y a-t-il une 
fe structere de la construction navale?: P. Ltonama. Marine marchande et pays en voie de 
fener ad P. Betion. 


Revue de Science Financiere 
No. 3, J uy 1961. ee ee oe eee C. L. Haars. L'admini- 
agrégat de la comptabilité économique: J. Monres.. Filude comparte du contentieux 
fiscal: E. Avtonio. Du con:entement de Vimpet: Cu. Capoux. Justification de l’impot 
sur Vénergie: C. Brassar. 


Population 
Vou. 16, No. 2, Aran.-Joxe 1961. Les perspectives d’accroissement du nombr we 
ene § dake A. Nomns gui ta opedation geo is 
1945: J. Surrer. Fs sls plait de nid to Un Sovittique : re Poane 
in rn Onin Sgr Re Pas 


8. Srroumruine. Peseta! oldie? tees adaedigae (2). L. Henry. 


Journal de la Société de Statistique de Paris 


i rere her tes anvuary~Marca 1961. L’expérimentation en thérapeutique: D. Scuwartz. 
Le dollar et 0 monttaire de (Europe Occidentale: C. Penoracv. Quelques concepts 
“adipuestath do Plcmpuatrds Topher tees he Ginbecion fndaghe: L. Perniwon, 


Recherches Economiques de Louvain 

Vor. XXVIII, No. 4, Juwe 1961. La Belgique en 1960. ee eee ee 
A. Van Buocznnour. 9p i egy en 1960: M. Législation sociale et 
relations du travail en 1960: J. VanDaAmme. Heer 8 hing Spaagey Pas avymgy H. 
Vauscnazrts. L’évolution, les perspectives et les problémes de l'industrie pétrolidre: F. VAN DEN 
Brorck. L’énergie nuclécive: A. Wipat. dey yor — hag vig Fog R. Corarp. 
L’industrie Situation actuelle et évolution 4 prévoir: M. Hans. L’industrie textile 
belge en 1960: Pows. L’ en 1960. Transports et communications. Le com- 
merce extérieur en 1960: G. Busiot. Prix, consommation, balance et revenus: F. BauDHUIN. 
La situation économique du Congo en 1960; R. Bertmaux. 


Annales de Sciences Economiques Appliquées 
Vo. XIX, No. 2, May 1961. Apercu de la conjoncture économique en Belgique: La départe- 


mentation: M.C. Vas. L’ infrastructure routiére dans la Province de Luxembourg: C.. Covton. 


Quelques caractéristiques des cadres d’une entreprise métallurgique francaise: J.-E. ne 
wns ad contemporaine du Maroc (premiére partie): 


vor 3 %, No, §, Jory 1961 L’évolution économique et la politique financiéve contemporaines du 


ta Garricue. Les compagnies aériennes du marché commun au seuil 
fain Union: M. . Technique del assurance-incendie: E.Hamowr. La départementa- 
tion: Mi. C. Vaes, L’état et la compétition économiqu: F. L. van Muswinxet. 
Cahiers Economiques de Bruxelles 


we Shae 1961. La politique économique belge depuis 1958: E. MarAcuat and L. Morss- 
SENS. php meet yada oud amas lyr nave elytra ear G. Cuaput 


de la politique économique: A. ‘das aa Ln Monussens. 
Die Weltwirtschaft 
No. 1, 1961. Weltwirtschaftlicher Uberblick. Léinderberichte. Marktberichte. 
Schmollers Jahrbuch 


No. 3, 1961. | Ree gc er eanynaer ag ye oe ataggge S. Varca. Der 
er der Thiinenschen Theorie: K. Manrer. Typen der Selbstver- 


Vor. 81, 
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Vo. 81, No. —_ 1961. mebaieniootme tat muae’ adecedae aut ketone 
pee Welt: R. Vow Uncarn Srernszneo. 
etnies fia aaa Saas 


“= ter — Jury Is 1961. area sae 


that ale fdhonameaha’ in tae meres comenents Ant, Murestiee. 
der Gesamtgrirsenbetrachturg bei Marx und 
: E. Horrpmann. 


‘ase ae Gaels hae a Saag bre warden A. Quayum. Die Entwick- 
lung der nap See ee ne Cenaanend ath ii he tt aged nationalen 


. als strukturelle 
Entieng i Miildeaschiand bs 1985. D. Srorsecx. 
Sosoliien Castander de Wikhectoee: 
Wettbewerb: G. ExserMann. 
Wirtschaft und Statistik 
Vor. 13, No. 7, Jur Sot Die Unternnging ef 
Bevilkerung im ta nterbringung estoerzinslichen Wertpapiere. 
No. 8, Aueust 1961. Zur Berechnungsmethode und Aussagebedeutung der internationalen Kauf- 
kraftvergleiche: HH. GOwrer. Die Diwidende der Aktiengesellschaften: R. Bernpsen. 


Vierteljahrshefte zitr Wirtschaftsforschung 
No. 2, 1961. Zur konjunkturellen Situation. Internationaler Uberblick: M. Tescuner. West- 
deutschland: H. Marre... Volkswirtschefiliche Gesamtrechnung einschl. Geldvermdgensrech- 
ae ih ee eere ans Coes Dem K. D. Arnpr and O. pg LA CHAVALLERIE. 


vierteljahrliche Entwicklung des franzésischen 1956 bis 1960: H. Scumer. 
Die Entwicklung der Bevilkerung in der Bundesrepublik von 1960 bis 1975 auf Grund einer neuen 
Vorausberethnung: T. Bote. CF ee Oe a tet nae 
Jahren 1955 und 1959: C. Orro-Arwoip and H. Buchbesprechung: The structure 
of the East German Economy: Storer. Zeblangebilacnptitt: Kone. 


Wirtschafisdienst (German tent, English digest) 
Vor. 41, No. 7, Jury 1961. i 


; } : BEC. ‘ils os Conpalden nbs Phen teaapelion 
The German Economy: Selected Indicators. 


Finanzarchiv 
Vor. 21, No. 2, Sepremper 1961. Das Gesetz der wachsenden Staatsausgaben: H.Toau. Die 


Bedeutung des Aquivalenzprinzips fir die éffentliche Finanawirtschafi: H. Hater. Das 
Haushaltsrecht der Sowjetunion und der Unionsrepubliken: R. SZaAwLowski. 


Allgemeines Statistisches Archiv 
Vor. 44, No. 4, 1960. Der Verkehr als Objekt statistischer 


Beobachtung: 
Stichprobenverfahren in der Verkehrsstatistik: H. Kevrerer. Wiinsche und Anforderungen an 
die Verkehrsunfalistatistik fiir die Zwecke der Unfallverhiitung: E. Mever. 
Deutsche Aussen Politik 
‘oy VI, No. 5, May 1961. Bonns gefahrliches, aber hoffnungsloses Spiel: J. Kimo. Zur 
der jungen Nationalstaaten durch die Deutsche Demokratische + J. Nerz. 
schwieriger Probleme fiir die U.S.A.: G. Wueeuer. Die 14. der Welt- 
ion und die Hauptfragen unserer Zeit: R. Fecser. Probleme Wieder- 
H. Usuic. San ane ne een ee, 
siethas Suaitele H. Ban. Britische Presse in der Hand der Monopole: G. Scuiarrer. 
ische Truste greifen nach Brasiliens Mangan: E. Baiwey. 





 Alafin mt Valin eee eee —o- 


‘Sar, No. 7 7, Jory “05° i dst shemale und see 2 P. WaAnpEL. 
ae ete a Ween, Aussenpolitik: W. Bastzr. Die Wiener 
HLIG, 


Wirtschaft und Statistik 

No, 6,Jura 196 Der an deutschen Aktien und festverzinslichen Wertpapieren. Zur 

Frage der Berechnung ee eopeaeae gen sum Dasigels 1°58: K. 

auf 1958: ee he ett decihoeadiaene <p wala ye 

rung in der Cross- und Einzel- 
handelsstatistik: R. Scuvu.z. 


Voc 4) Wirtschaftsdienst (German text, English digest) 
une 1961. The Beloved Taboos. Adequate Competition Regulation for the 
Economic the Economic 
rns on linea ——S — Community: 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vou. XXXIV, No. | ete 1961. Die dsterreichische Konjunktur ii im Frithjahr 1961. 
Vou. XXXIV, No. 7, Jury 1961. Die wirtschafiliche Lage in Osterreich. Strukturdnderungen 


der 

Vou. XXXIV, No. 8, Avcusr 1961. Die wirtschafiliche Lage in Osterreich. Der Fremden- 
verkehr Westeuropas. Kurzherichte: Strukturdnderungen im Brennstoffverbrauch der Warmekraft- 
werke. Ubersichten: Osterreische und internationale Wirtschaftszahlen. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 
Vor.. 97, No. 2, June 1961. meee crete: aeems Zur Integration von Standort- 
theorie und Theorie des internationalen Handels . C. Bowswancer. Kapitalbildung und 
Wirtschaftswachstum: E. Kino. Recarch had Susie: E. P. Buuerer. Die 
von 1932 bis 1956: A. Mirier. 


Aussenwirtschaft 
Von. 16, No. 2, Juwe 1961. Betrachtungen zur Aussenwirtschafispolitik: H. Bacumann, A. 
BossHARDT H. C. Buvswancer. Die Probleme der Entwicklungshilfe unter besonderer 
der OECD: T. Kristensen. Schweizerische Wahrungspolitik vor 25 Jahren: 
A. Bossuarpt. Méglichkeiten zur Erhéhung der internationalen Liquiditat: R. Harrop. 
Aus der Tatigkeit des Schweizerischen Instituts fiir Aussenwirtschafts- und Markiforschung im 
Jahre 1960: W. Hua. 
De Economist 


Vor. 109, No. 6, June 1961. De onderscheiding tussen interne en externe inflatoire factoren: J. J. 
PoLaK. Vergelijking can twee monetaire modellen: G. A. Kesstzr. SBegrotingsprocedure en 
Pen. 


ptabiliteitswet: J. 
Vor. 109, No. 7-8, Juty, Aucusr, 1961. Ovorheid en Centrale Bank: G. M. Verriyn Stuart. 


beschouwingen over de in ons land gevoerde zuivelpolitiek: H. J. Frrerema. De Simplex- 
techniek: 1. J. Mow and others. 


Ekonomisk Tidskrift 
Vou. LXIIL, No. 2, June 1961. Utrikeshandelsteorin—ett forsik till “‘Ehrenrettung”: B. Owuin. 
Fyra metodelogiska moment: J. Axernman. Ulrikeshandel och ekonomisk tillvdxt. Den mar- 
shite anpeliens B. S6épversten. Om stock och flow i ekonomisk teori: B. Hansen. 


Skandinaviska Banken Quarterly Review 


Vout. 42, No. ‘aan 1961. eg Pree: ae LAGE: E. AmpjOrn. Realistic 
Tasting of M larket Campaigns: ©. Heneri. Company Reports for 1960. The Economic 


Okonomi og Politik 
Vor. 35, No. 1, 1961. Frankrig under de Gaulle: G. DamBorc. Aspekter af befolkningsspergs- 
malet: E. JorGENSEN. 
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Vor. 35, No. 2, 1961. Nigeria: O. K. Papersen. Hovedirek af det danske skattesystem: T. 
Hyorrxjar. Den internationale ekonomiske situation. Den okonomiske situation. 


Exkonomiska Samfundets Tidskrift 

"Vince ior dopants prio ch, reat ake yO. 

SépERHJELM. p yeni seen end Mathematics: H. Brems. 
Giornale Degli Economisti ¢ Annali di Economia 

Vou. XX, No. ete agp Gradus ad Parnassum IV: E. Zaccacnim. Analisi Econo- 
mica ¢ problemi di politica: note introducttive: F. Carrt. Puntualizzazioni i en 
dionalista: Tape ote ges Il rapporto capitale-prodotio nell’ economia 
teorici ¢ risultati statisiici: A. GRAZIANIL. Probebilita del verjfcarst di wm pari ° dishor di 
eventi in alcune distribuzioni: L.. Vajant. 

Vor. XX, No. 6, June 1961. Verso il Centenario della Finanza Publica Itaiiana: A. Socorro. 
Gradus ad Parnassum (cont.): E. Zaccacnini. Premesse Concrete ¢ Ipotesi Teorici.e Neli’ Analisi 
Economica; P. Syios-Lasma. Saggio sulla Democrazia Radicale in Italia: A, Maccnioro, 

Rivista di Politica Economica 

Vot. LI, No. 6, June 1961. Atti del X Convegno di studi di economia ¢ politica indusiriale tenutosi 
uri ag ¢ 9 aprile 1961. 

Vor. LI, No. 7, Jury 1961. Proclamazione dei vincitori del “ Premio del cinquantenario ”’: 
Liquidity: R. Harrop. Come accelerare to i economico: P. Guistmaant. L’uomo 
protetio nella societa: G. M. Batot. II sistema denunce obbligatorie ¢ il diritto transitorio: 
T. Appario. Un grande realizzatore: Cavour: A. FonTANA. 


Banca Nazionale del Lavoro Quarterly Review 
No. 56, Marcu 1961. Monetary Stability and Economic Development in Italy, 1946-1960: P. 
Barri. Altman on Triffin: A Rebuttal: R. Trivers. The Structure of Money Markets: 
J. S.. G. Witson. Current Problems of Co-operation Between Central Banks: A. Ferrari. 
The Adventures of the Lira: D. M. Srreet. 


No. 57, June 1961. Central Banks and International Monetary Arrangements: F. M. TAMAGNA. 
Inventory Investment and the Rate of Interest: W. H. Wurre. Planning and International 
pov rap becuse ae W. F. Srotper. The Montevideo Treaty and Latin American 

Economic Integration: M. S. Wionczex. 


Rassegna Economica 

Se ee L’azione ¢ le iniziative dell’ Occidente verso i nuovi Stati i 
dinanzi alla preminenza delle loro esigenze economiche: E. Corsmo. L’aiuto dell’ Occi ai 
Paesi sottosviluppati: A. Pretrre. Equilibrio e squilibrio nello sviluppo e nella programmazione: 
V. Marrama. Lo spostamento degli indici economici secondo i paralleli geografici: G. TAGLIA- 
carne. La rivoluzione del 1848-49 ¢ la “ misura™ dei riflessi sul Banco delle Due Sicilie: D. 
Demarco. La ricerca dei capitali per lo sviluppo economico: G. PALOMBA, 

, Rivista Internazionale di Scienze Economiche e Commerciali 

Vor. VITI, No. 6, June 1961. Structure de la liquidité et phénoménologie monétaire: P. DieTeRven. 
La politica bancaria come problema di forza: F. Worret. _ Ll criterio della conferma in economia: 
A. M. Detri’Oro. L’insegnamento r 
Broeut, Jr. Fattori socio-culturali neil’evoluzione delle zone 
signi) caso di accordo tra i i 

Vor. VIII, No. 7, Jury 1961. 

a cascata: F. Forre. Il rendimento della programmazione 
. Lite nella societa capitalistica: L. von Muses. 
‘essioni liberali: A. Guastt. 

Vor. VIII, No. 8, Aucusr 1961. Pte mt ie page arte internazionale: K. 
Hotsm. Valori ¢ scopi in economia: C. Lanpaver. La faunzione degli investimenti nel- 
reddito nazionale di una economia picnificata: K. Lasxi. L'OTAN et les Petits Etats: P. van 
Zee.anp. La struttura economica in uno sbazio nazionale: C. Casteciano. Sull’andamento 
ig songz ae htc “G. Cmasseo. L’ industria automobilistica tedesca: 
R. Fasano. 
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Review of the Economic Conditions in Italy 


Vas. V; No.3 3, May 1961. Situation and Prospects of Italian Air Transport: N. Caranpna. 
th Halien Merchant Novy at the Beginning of 1961: V. Danre Fiore. Land 


ea Sy 1961. One hundred years of Italian Economy: M.¥.Acoravi. Regional 
m Economy—VI: F. Mirone. Economy, Money and Credit in Italy in 1960. 
Economia Internazionale 
Vee. MSV, No. 2, May 1961. Si Livellano i valori azionari al saggio di interesse di mercato?: L. 
: . a Scale in the : ¢ 
itt icro Multiplier Concept of Compen- 
sy Op Png Theta Balance Payments Policy R. Kumar. Un 
dello interpretativo distribuzione dei redditi: F. Bramemra. A Note on the Foreign Trade 
Multiplier: Y. Sunvxas. 
Rivista Italiana di Economia Demografia ¢ Statistica 
Vo. XIV, No. 4, Ocroser-Decemper 1960. Sui fattori economici ¢ sociali della ripresa della 
natalita nei paesi anglosassoni d’oltreoceane: M. Livi Baces. Indagine su una distribuzione del 
numero dei morti per giorno relativa al Comune di Livorno: V. Bruno. Teoria del calcolo dei 


ctunent alestvte dak nello studio di particolari distribuzioni statistiche: L. PetTRio.t. 
dell’ Italia con Vestero: G. Marroccn. 


L’ Industria 
wtereigs w naye A. G. Papanpreov. Sulle nozioni di 


S. Cuervsmvo. First Report of the Princeton 
GER. Teoria dell’organizzazione, analisi micro- 


Vou. X, No. 1, January—Fesrvary 196). The Ten Year Highway Programme. The 
Centenary of 


Halian Unity. Public Works in 1959. The Boot and Shoe Industry. The Electrical 
bay Se fed ages = octet 1961. The Glasswork of Murano. The Italian “ Miracle.” 


7 te ary med Administrative Training. Italian Foreign Trade. Marriages. Regional and 
Distribution of the Population. Family Groups in Approved Sciwols. The INA-Casa 


nC Nos Mav The ILRI. Group. Civil Aviation. 
hb oR eer gt ort 1961. The Italian Constitution, literacy and its Elimination. The 


Corporation. Taxation in Italy. Post Office Savings Accounts in 
og ere ene so ag eine gr The Electrical Industry. The Active Popula- 
tion and the Labour Force. 


Moneda y Credito 


No, 75, Decemper 1960. Desarrollo econémico y relacién inter-sectores. Un andlisis cuantitativo: 
J. A. Urosa. Los fondos o sociedades de inversion mobiliaria: R. Gattotti. Seguridad y 
Jiscalidad: S. M. Manin. 


Boletin de Estudios Econémicos 
Vot. XVI, No. 52, ANUARY-APRIL. Establizacion, Reactivacion y desarrollo economico: E. pe 
Ficuzroa. La porn « Nese ren pew 4 del desarrollo economico: 
R. P. D. Ipanracurere. Politica de desarrollo en la economia de mercado: E. Dorr. Pro- 
cama temeensicie: C J. MA Bow, Planes de desarrollo economico: S. G. Ecue- 
varria. La inflacion, instrumento de politica economica?: J. M. SoLozABAL. 
El Trimestre Economico 

Vor. XXVIII, No. 110, Aprm-~Juwe 1961. Un camino directo para la obtencién de formulas de 
nilmeras indices: F. Rosrro. esarrolle econémico sin inflacién: la experiencia de Puerto Rico: 
V. R. Esteves. co aera apes tan AoSe 1 a P gR May a ape 
H.P. Wap. Estabilizacién de los productos bdsices: E. Lerpav. Tasa de desarrollo, mercado 


eee. W. Hacxerr. Conceptos y supussios on las proyecciones a largo 
producto nacional: S. Kuznets. 
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Rare in the Banking Industry: 
in Schtoste’s “Modal K. Dare. The Reslian af Marginal 


Economic Bulletin of the National Bank of Egypt 
XIV, No. 2, 1961. Further Growth for the Public Sector. The 


Yugoslav Survey 
Vor. I, No. 5,, uNE 1961. Twentieth Anniversary of the Insurrection of the Yugoslav Peoples. 
War and the Socialist Revolution in Yugoslavia. Protection of the Person 
snd Hanan Rigs Criminal Prac. Relations between the Church and the State. Emigrants’ 
Associations, Activity of hay Ne gah Sees i ry aonncny lig" saan eieaeiie 
1960-61. Yugoslav Economy 1945-60. The National Economy in 1960. 
Problems of Economics 
Vor. III, No. 12, Aprit. 1961. Comparison of Soviet and U.S. Levels of Agricultural Output: 
A. Paviov and V. Sosaxmsxixit. Socialism Will Win in Peaceful Economic Competition with 
Capitalism: A, Avzxszev and V. Kuvanin. Supply and Demand for Goods in a Socialist 
Society: K. Sxovoropa. The Development of the Gas Industry and the Use of Gas in the 
U.S.S.R.: L. Suysuutazva. The Socialist Diwision of Labor in the Fuel and Power Branches 
of Industry: A. Vionov and I. Semenov. Some Problems of Complete Electrification in the 
US.S.R.: M. Vicensxn. Soviet Equipment on the Markets of Underdeveloped Countries: V. 
Bavasnov and A. SHCHEGOLEV. 


Difoees Retsoes the Ten Boras f Succes Peper: M. Korcanov. On the Introduction 
of Scientifically-based Systems of Agriculture: teenie The Index Method of Linear 

and Some Problems in Organizing Farm Production: 1.M.Syvroezurs. Methodo- 
logy for Determining the Economic Effectiveness of Capital Investments in Agriculture: K. Ememurv 
and V. KHanrurin. ma oe a NR UeR I, Matiuca. Differen- 
tial Rent Under Socialism: A. Botcov. 





Pull-scale Communist 
ay ie oO cies Diode or dhe Comte Perning de Veneta 


Sky Value and Price Under Socialism: V. Nemcurnov. Price Forma- 
and Profitability: T. Kuacuatrurov. Value of Price of Production 
alah er Differential Rent and the Problem of Prices of Collective 

Differential Ground Rent Under Socialism: S. Srruvacin. 


Voprosy Ekonomiki (Russian text) 
The Subjugation of the Cosmos and Soviet Science. A Major Source for Speeding the 
Communist Construction: A. VoRoBEVA. On Rates of Growth ol ae —— es 
and Ti Progress in Agriculture: 
‘ational Economic Balance: M. Bor and A. Diteat 
farm Form of Prado: S. Semin. Questions of 
mtd Metnixov. Forms of the Inter- 
cee Economic Incentives for Worl. and 
hag 7 Y Seti. "4 Methodology The Circula- 
Productive Funds fps AVLOV. ethodology for Calculating 
Differential Rent: P. Mar mt 


isa plc peepee res P. Bacam. 


Theoretical Problems of the Rational 
in 


ALTER. Value and the Proportions in the Distribution of Surplus Labour: 
tial Land Ren: in Collective Farm Production of the U.S.S.R.: P. Basuxin. pats cgat 
Ekonomicheskaya gazeta. The Help of s in Training Propagandists (in Economics) : 
V. Isxxa and O, Pasuxevicn. On the Improvement of Labour Conditions under Socialism: A. 
Lyanin. On the Question of the Methodology of Defining the Level of Living: S. Parricut, V. 
Sosot and M. Eimerman. The System of Replenishing the Indivisible Funds of Collective 
Farms Needs to be Improved: S. Bytxov. On the Analysis of Changes in Fixed-asset Composition 
on Collective Farms: A. Kartov. The Development of Links between Collective Farms in the 
Ukraine: V. Govuxov and V. Cuapiirsxy. Some Questions of the Economics of Rural 
prune ecaarer aan A. Metntxov. In the Institute of Economics of the Ukrainian 
Academy of Sciences: V. Kozan. Economists to to Agricultural Production: V. Esurpov and A. 
K#HARCHENKO. i : M. Brastavers. The £.C.E. 


The Work of Economists—at the Level of Contemporary 

Stage in the Economic Competition between the U.S.S.R. and the Main Capitalist Countries: A. 
Nora. The Day and Communism: A. AGanBecyan. Some Theoretical Problems 
of the Material and Ti Basis of Communism: S. Kuemman. On the Per Capita Output 
Agricultural Produce in the U.S.S.R.: N. Vasuev. An Important Economic Stimulus to the 
of Stock-breeding: E. Kanmauxnova. Necessary and Labour Under Socialism: 
A. Aenea ars Ry Am PHI G. and R. Evsric- 
NEEV. The Victory of Socialist Productive Relations in Mongolia: V. Trrxov. yy 

Theories of Preserving the Backwardness of Underdeveloped Countries: N. Sumecev. Is it 
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the Existence of Rent under Socialism?: M. Kovatzva. Capital Investment 
pages oe and Coles af ls Efciney: ee An Economic Conference of 


Hoped that the Regulations ing Industrial 
Turyom. On the Elaboration of a Plan for 1962: T ceaka aed ar Pncenaiior. 


Finansy S.S.S.R. (Rusion text) 
No. 4, 1961. The Control Work of Finance 





— : 
ing Fixed Assets: 

r and 

Use 

of 


i 
i 
; 


| 
: 
: 
i 


In the Central Conumission of the Ministry of Finance 
(A Group Mesting of Finance Officials). 


acta 


: E. Urem. 


the USSR. 


Workin the 


or 
‘i 


al 


Theory of Value, Money and Prices 


Dengi i Kredit (Russian text) 
Rouble in Action. On an Incorrect 


ae f 


: 
i 


‘ 


i 


ft 
Hi 


3 
q 


the Tasks of the State Bank. The New 


of Personnel Work in the State 


: N. Vasnev, M. Kocan and P. 


. 


~ase 


a 


> 


‘ 


fi 


Z. Zvueva and K. Giosva. 


fot Egat 
: §. Gurovicn. 
4 GANDARINA. 


Be Paid to Staff 


More 
S. PLatonov. 
V. 


of Funds and Credits for Building and Repair: 


The Extension of the Use of Drafts 
in Circulation: A. Kurynin. For 


The Role of the Inspectorate in Improving the 


Develop the Work of Rationalisers: 
of Monopoly Control in U.S. Banking: 


Supply 


Cheque 
Bank: 1 


State : 
the Engi 
The 


it 


denon Shld 
from Limited-sum 


of Bank Interest in Strengthening 


Trade~Money Relations: M. Tayancuenxo. On Direct Settlements in the Economy: 





RECENT PERIODICALS AND NEW BOOKS 
— Tariya. meee eye the State 
odd Selanne m7 og at eon 
Bank during the Seven-year Plan: S. Mexnanix. 


Checking—the 
Cor Semties ‘ae eae 
Vestmik Statistiki (Russian text) 
A Great Social Achievement: aw a ma lc The Statistical 


No. 5, 1961. 
Measurement 
On 


fn te 
x Collectio foe 
in Collection and State Farms and Industrial 


Statistical Agencies: V. lb 
Smorxn. Systematically Help Book-keeping Staffs 
1g te On the Raion Passport: N. Larvinov. Statistical Books to be 
The Degree of the Presidium of the U.S.S.R. Suprs rere whepmry weed 
| Reports on Plan Fulfilment. Trains nd High Princip 


Simplification of Telegraphic Reporting. A Matting of the Heads of Union 
Mesing on tccnonts and Reports in Tatzhitisten: M. P. 
Offices: K. B. A Seminar on Mechanised 


Administrations: S. K. / Baran Stata 
7 Fo be tae 4 i tu Stetson! Seton the Maso Stontiay’ Colbe Yu. K. 


Ekonomista (Polish text, English and Russian summaries) 

No. 2, 1961. Structural Changes in Contemporary Capital Zawavzxi. Unit Costs and 
Price craig ge rently BE Porous. On tis Quesion of Coubel Price of 
i ics of R. F. Harrod: 
7 is: S. Wetusz. Remarks on the 


Probiems of i 
World War II: R. Kup insx. 
Rutkowski. 
Folia Oeconomica Cracoviensia (New Journal, Polish text, English and Russian summaries) 
oe Hine 2 oe et eee, © S. Borxacxt. The Income 
The Problem of Exisure after Work: W. 
nderdeveloped Countries: 


Vor. I, No. 2, 1961. 

Formula and the Exchange Equation: j. 
Krzyzanowsxi. An Introduction to the Study of the Problems of U: B, 
OvrZANOwskI. 

Vor. 1, No. 3. Some Problems Connected with Taxation in Western-European Integration Arrange- 
ments: A. Kosrecxi. The Paradoxical Working of the Quantity of Money: A Contribution to the 
Fr dente om. sna cgga F. Mtynarsxi. The Mi ‘Measurement of the Standard of Living: 
Gospodarka Planowa (Polish text) 

car ea eS ee ae eee 


No. 4, 1961. 
Z. JanuszKo. Sir Cnpinichaslyainnf the Riiaiony f Reavis Prat ~dt 
The Efficiency of New Steel Smelting Processes: S. Kawisni and M. Reomean The Efficiency 








Politickd Ekonomie (Czech text, English and Russian summaries) 

No. 4, 1961. <Pe rte Soren renee ee soe Ressietion: F. Kurta. 
Question of Uility Values. Clank, Some a etins of Dade ee V. Sova. On the 
Roth. Methods of Differential Rent under Socialism: K. 

Hato Liner Progra oot Tht Prod Anotietion Transport Problems and 
ton eae OO Aera on the Fundamental Basis for Economic Research: 
L. Gatovsxy 

No. 5, 1961. On the 0th Anniversary of the Covemanist Paty of Coachslovakia On the Economic 
Connotation of the for Investment: L. Rita. Against a Mechanical Applica- 
tien of Standards the of Skilled Personnel in Management Staffs of Industrial 

M. Differential Rent under Socialism: J. Ba&a. sh. ote omg 
Index Method: V. Kapiec and L. Vopatex. On the Use of Mathematics in Economics: A. 


: M. KkfZex. The Theory of the Managed 

The Simplex Method: V. Kavtec 

in Poland and Hungary: J. SKoLKA 

and Z. Trusr¥. Analysis of Inter-industry Relations in the Soviet Union: J. Bovixa. The 

Italian Economy since the Second World War: V.Svosopa. An International Conference on 

Disarmament in Kiel: L. Urnsan. A Report on the International Conference on Neo-colonialism in 

Liepzig: J. Senzcuy. The Liepzig Fair as Evidence of the Economic Progress in the German 
Democratic Republic: V. Hataxa. 


Plénované Hospodétstvi (Czec.; text) 


No. 6, 1961. 


Perwix. dcacomtedet Pret Rlchirdien tn inde Coe 









ic Republic: G. Manz. 
. 4, . 7 ical Methodological Problems of the Index of Real Levels of 
Living: VV. Nrxororov. Technical Advance and the Progressive Use of Chemicals in the 


Apolication ef Mathematical Methods to Economic Research and Planning: "V. Ivanova. Ou 
and the Fi sng, meta asmaartanonaned E. Marxnasyan. The Economic 
Situation in : M. Kamau. 


Planovo Stopanstvo i Statistika (Pulgarian text) 
Law of the Socialist ale 6 tags N. Vutev. 










and et Production in Agriculture: V. Vorov and I. Docuev. The Decisions of the 
XIV Session of CMEA—a New Contribution to the Consolidation of Socialist Economic Collabor- 
ation: G. Preva. 

No. 284.—voL. LXxI. 2m 






. THE ECONOMIC JOURNAL 


ne Meade Tidy hooks Pahoa 1 Make, 
the . The Increment 


Development: J. Strorkovic 
. ae I. Viwxt.. Production 


Market: D. Row. The History 
Policy in pg tan gs Ra 4 


and the Theory of the Threshold 
oo lag oo aomgpe = fot 
yo hp 


‘ cen a end Use ef Chas Tay and Word Dem M. Y. 
Maou ak Ten Pe S. Jovanovié. 


Kézgazdasdgi Szemle (Hungarian text, English and Russian summaries) 
of Orr Economic Policy: 1. Paiss. A New Stage in the Development 
A. Losncnaxov. The Main Trends in the Development of Iron 


a 4 A New Period in the General 

Some Problems of the Development and Present Situation 

Input-Output Sub-tables and Their Combined Use: Gy. 
‘geois Theories on ¢@ Rates: K. Kéveér. 

aa Differential Land Rent in Socialist Agriculture: 


: &. B. 
Chomieals badasdey? I. LAsz16 and J. RAcz. 

Situation During the Second Five-year Plan: L. Bererrytn 

7m to Take Account of the Phasing of Pian Objectives: 1. VARGA. 
Farm Output: J. Laszi6. Some Problems of the 
ics Q, ’Scienie Rosie S. BarAzsy and Gy. Varca. Theories of 
i Economics: A. MAryAs. A Comparison of Industrial Productivity 

1 Hungary: Z. RomAn. Some Problems in the Development of Co-operative 
; T. Ferenczi. A Session of the Scientific Council for Home Trade: L. Sz. 


Probleme Economice (Rumanian text, English, French and Russian summaries) 

No. 1, 1961. Peaceful Co-existence—the Vital Necessity of Our Time: Gu. Nisipzanu. The 
General Crisis of Capitalism at a New Stage: Gu.Doucu. The 1961 State Budget—a Budget of 
Economic and Workers’ We : I. Gram, Collective Farms on the Way of Many- 

Cc. 


No. 2, 1961. The Militant Character of Progressive Social and Economic Publications in Bourgeois 
Landlord Rumania: N. Marcu. Economic Relations between Socialist Countries—the Expression 
of their National and International Interests: F. Duca and T. Cosgcopan. A Rapid Rate of 





RECENT PERIODICALS AND NEW BOOKS 


Economic Development Is a Law of Socialism: E. Dosrescu. Thy Ortienel ie 4 
Tractors and Foote mari eg Ve On the Falsity 
‘ages under Capitalism: S. Zx1GHER. 
‘can tiie Criticism of the of 
with the Proble is of the Under-developed Countries: 1 


tage: 
Opposition Country during the Y; P 
See he Cooma Py of a ee te ae 


No. 5, 1961. The Rumanian Workers’ ae ee ore 


Countries of Europe in 1960: I. Lesnny. eee Oe ee ee 
poser ah. Fe: oy T. LazAr. The Application of Mathematics to Economic Research, 


Exonomia Popullore (Albanian text) : 
No. 2, 1961. The IV Congress of the Albanian Workers’ Party Has Approved an Immense Pro- 
ee ae. The Directives of the IV Party Congress on the Third Fi 
Plan. Third Five-year Plan—A Major Step in the of the Material—Technical 
of Socialism: S. Kovexa. the geek Hotes anda ae kills as the Fundamental Task in 
Successfully Fulfilling the Plan: K.Tweovost. On Finance and Economising: A. Venu. The 
+ ones oe ify hehe ech eb oetgpe Faas Merman ns hg! wc on 
Plan: P. Done. _The Development, Prospects and Some Problems in the Manufacture of 
Parts: H. Nisuxu and Tu. Arezoi.t. Towards a More Correct Calculation and Planning of 
aman laggy eg Ebay A Review of the Economic Situation of Greeve: A. 
ano and I. Tero. The Destruction of the Colonial System Since the Second War. 
No. “3, 1961. The Communiqué on the 
Important Assistance Accorded in the Spirit ionalt: 
and Rational Use of Material and Funds: i Gone At Tirana Enterprises Much 
Scope Has Been Found to Make Economies: ee Berat District 
Workers Economise: K. Kono. chard wore gabon. the Third Five-year Plan: 
S. Pasno. The Rational Use of Manpower—a M: the Economic and 
of Co-operative Farms: S.Para. Oe te: ye ane wr 
: A. Haxm. The Classification of Lorries ly Difesonase tn ts Monthly Stondends 
Their Drivers: G. Mara. On the Economic and Material- Technical Basis Sota and the 
Principle Indexes which Characterise the Transformation of a Country into an Agrarian 
Economy: V. Masja. 
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NEW BOOKS 


what 

“Bunw{D.). The Steel Industry 1939-59. London: Cambridge University Press, 
1961.9”. Pp. xvi-+ 727. 80s. oe 

[To be reviewed.]} 


Conan (A. R.). The Rationale of the Sterling Area. London: Macmillan & Co., 
1961. 9”. Pp. 133. 21s. 
[To be reviewed.] 


Devons (E.). Essays in Economics, London: Allen & Unwin, 1961. 84”. 
Pp. 203. 25s, 
[To be reviewed.] 


pacer tf). Socialism in the Nuclear Age. London: Lawrence & Wishart, 1961. 
74". Pp. i9l. 15s. 

[This is a well-reasoned statement, by a competent Marxist economist, of the economic case for 
socialism in Britain. This will seem to many a difficult case to establish, and the greater part of the 
book is negative in the sense that it is devoted to a critique of the working of the present system of 
pe ne ae italism, and a discussion of its limitations. The approach is informed and flexible, 

but is unlikely to convince those not already predisposed towards ‘‘ public social 

rap oma ee rpg orl The final chapter deals with some of the economic problems 
—_ arise in a socialist Britain. binges g woman bg mngtoa ns tar type tremapeygad x santo 
worker’s ipation in t is in i it excessively abstract. Marxists 
segleutly sgidh $e suggest an alarnaties to the piconet apeee they shesid surely, by now, be able wo 
offer for discussion far more specific plans for dealing with these and other problems.] 


Envzic (P.). A Dynamic Theory of Forward Exchange. London: Macmillan & Co. 
(New York: St. Martin’s Press), 1961. 9)”. Pp. xxvi + 573. 60s. 

[To be reviewed.] 

Fisner (F. J.). (Ed.). Essays in the Economic and Social History of Tudor and 
In Honour of R. H. Tawney. London: Cambridge University Press, 
1961. 8)”. Pp. 233. 30s. 

[To be reviewed.] 

Focarty (M.). The Just Wage. London: Geoffrey Chapman (Abford House, 
Wilton Road, 8.W.1), 1961. 9”. Pp. 309. 30s. 

{To be reviewed.] 

Franx (I.). The European Common Market. An analysis of commercial policy. 
London: Stevens, 1961. 8}. Pp. 324. 50s. 

[To be reviewed.] 
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ine A). toaye Shops and Prices. Inquiry into Resale Price Maintenance. London: 
4”. Pp. 46. 5s. 


[This pamphiet is a a polemical defence of resale price maintenance against its critics. It contains 
a brief review of the controversy and a reply to some recent discussion. } 


Economic Policy in India. London and Bombay: 
(Fp + 18 30s. 


peiioratiol i the howe emt 


Gospen BJ, H.) 
Manchester University 
[To be reviewed.] 


Hawrrey (Sm Ratpn). The Pound at Home and Abroad. London: Longmans, 
Green, 1961. 9”. Pp. 212. 27s, 6d. 


[To be reviewed.] 


Carnett (F. G.), Newryn (W. T.), Hicxs (J. Bane Do Khe > 
ism and Economic Growth in Underdeveloped Countries. London: 
Unwin, 1961. 9”. Pp. 185. 25s. 
[To be reviewed. ] 


Inpian Sratisticat Instrrure. Studies on Consumer Behaviour. London: Asia 
Publishing House, 1960. 11”. Pp. iv +92. 35s. 
in India is hampered by lack of statistical information, especially in 
Sel The seven atone in thie this volume include an analysis of the consumption 
pattern of different occupation groups and an estimate of the relative increase of consumer demand 
in rural and urban India. Much -‘ the book is concerned with the application of recent econometric 
techniques to the measurement of various income elasticities. } 


cad Cltec? pecan Equitable Payment. A general theory of work, differential 


bg ~ 0 Melbourne and Toronto: Heinemann, 1961. 9 
Pp. 


[To be reviewed.] 


Jewxes (J. & S.). The Genesis of the British National Health Service. Oxford: 
Basil Blackwell, 1961. 8}. Pp. 67. 6s. 6d. 
[To be reviewed.] 
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“lLaron Matton (j.). ‘Income Tax. London: Isaac Pitman, 1961. 9”. Pp. xxxix 
+ 210. 30s. 


~ of This is a survey of income-tax law, law, designed largely for the of those preparing for 
= 
de fan on} 


NationA’ Coutten or Appiizn Economic Research. ‘Techno-Economic Survey of 
Bihar. oe aes Ra Publishing Howe, 1999, 10”. “Pp. xvi +276. 32s. 


examinations. It is not an exhaustive treatise but aims rather to state the 


re Pama St mene ieddareis cad apire 
. the lack of industraliation. There i 
Pars of rig nd." tr ake may, mmc, io 


~ Rats (N.) and Sovani (N. V.). Economics of a Multiple-purpose River Dam. London 
and ee ishing House for the Gokhale Institute of Politics and Economics, 
the report ofan inquiry int the economic benefits o the Hirakud dam on the Mahanadi 

don Otee tes an extensive and detailed survey of the existing economic conditions 
in the affected areas, illustrated with statistics, and of future crop problems and 


from ls eh eal tinon ene (PM me erealieamees aa abil = 
t sort on an ty 
the tabeowaay wo bapwove hit chcionry 


Roszarson (D. J.). A Market for Labour. London: Barrie and Rockcliff, for the 
Institute of Economic Affairs (Eaton House, 66A Eaton Square, London, S.W.1), 1961. 
By”. Pp. 46. 35. 6d. 

crore, 7ernenen ommsinen Yoo. Jantiensons, of. 89, Trea, lnhewt soatkes—droet depe, 

relations between rates and earnings, inadequate information, i uate forward provi- 
er ee nan loemaen Se Soeeag one Sane finds them notably 
wanting. While willing to safeguard social sige and stability, the author would encourage 

cruieniddheraaaamrtd puasadlr ameter tk teeitlil webs taumitiod by purticalee vaphties) 


Rout (E.). A History of Economic Thought. Revised and Enlarged. London: 
Faber & Faber, 1961. 84”. Pp. 540. 12s. 6d. Paper-bound. 
[This well-known standard history is the latest addition to the growing array of paperback 
text-books in economics.] 
Savite (J.). Rural Depopulation in England and Wales 1851-1951. 
Hall Studies in Rural Sociology. International Library of Sociology and Social Recon- 
struction. London: Routledge and Kegan Paul, 1957. 84”. Pp. xvi + 253. 28s. 
book consists of five essays on the theme of rural The 
siall Geos the historical bacigroud to the rca tae casein te dete Le oalireces 
opportunities in the countryside as the fundamental cause. The next two essays are largely devoted 
te the provision and interpretation of statistical measures, drawn in the main from the censuses of 
ee one seem ee Cueto nenvenene ont Sf epeatnnenpndions 
the second with the selective effects of ee ee rural and urban 
areas. LC nenpe ep neapaae iar th aga try one ene varaRe nt eee eg 


epieed sitter of ciahanen testes of 
is now below the 1801 level.) 


Cities in Flood. London: Faber and Faber, 1961. 9”. Pp. xx + 189. 


first edition of this admirably clear and well-informed study of the problems of urban growth 
= in 1957. The new edition has an additional chapter on the concept of the urban 
Self does not write as an economist, but he an intelligent and thoughtful treat- 

cueat of the ccomoncc ina, inchoding the compcncation ts problem.] 
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Suacatz (G. L. 8.). Decision Order and Time in Human Affairs. London: 
Cambridge University Press, 1961. 9”. Pp. xiv + 302. 35s. 
[To be reviewed.] 


“ the Rennes of Competitive Coexistence. Germany between 
West. Oxford University Press for the National Planning Association, 
Pp. xl + 79. 14s. 
iri ayia} 
Australian 
BusHNELL . Australian hag ae 59. Melbourne: Universi 
ng pe a ka nl .) 10”. Pp. ix + 223. 37s, 6d. ed 
[To be reviewed.] 
Canadian 


Anton (F. R.). Government Supervised Strike Votes. Toronto and Montreal: 
C. C. H, Canadian Ltd. (1200 Lawrence Avenue W. Toronto 19, Ontario and 1460 Union 
Avenue, Montreal 2, Quebec), 1961. 93”. Pp. 190. $9. 


. ; 
still be defended simply as a way of making more difficult. But it is open to a number of 
important objections. The author’s conclusion is therefore on balance against.] 


Brews (T. ‘geome nie ag ig ong, he seo Canadian Economic 
Policy.. With a Sta TT ac The Macmillan 


Company of Canada need, WBEI. ios Pp. xv + 365. 
[To be reviewed.] 


Indian 
Acarwata (A. N.). Insurance in India. A study of insurance aspect of social 
security in India. Allahabad; Law Journal Press, 1960. 9”. Pp. xviii + 628, Rs. 
27.50. 
Gets & a conan Siar er enene Wengen ay pewter “afer prmerwa d 
survey of the nature c 5. and insurance. 


Amorrajan (S.). Malthus and Classical Economics. y: Popular Book Depot 
(Lamiagty Wood Boney 7), 1959. 8)”. reer?» me 7250. 

general survey of Malthus’s work. The author goes through the various aspects of 
Malins’s deoteheond & caumpeentthamimiis teeonel ieanke sekadeenavaemaemies A good 
bape me or ee hte: Cab oa cali anaes The author is an enthusias- 
tic admirer 


Association or InpiAN Traps AND Inpustry: Trends in Share Prices. Bombay: 
Association of Indian Trade and Industry, 1961. 10”. Pp. 22. 


i provides comparative statistics of share and wholesale prices and costs of li 
a number of “ developed ” countries from 1939 to 1960. The main conclusions are 


Go eemeneh cteaeenanoniend 





892 THE ECONOMIC JOURNAL (DEC. 


Pace cams rtd tal Formation in Underdeveloped Economies. 
rs as Ppev 1 i2?, Rs. 10. 

er, eee a be Harvard doctoral dissertation, the author argues that 

Tabour intensive technique.” State Cvidenc, of admit 

coeeaet oxidence, of admittedly 


cottage rural 
baer ha 8 India’s Economy. A Course of Analysis. 
Pp. x + 404. 22s. 6d. 
survey in which the main features of the economy 
and clearly written, it covers the usual topics—natural 
There is nothing new here in factual 
i which suffers, inter alia, from absence 
Saute peaadints bach of eclows dhanecen of 
lie at the root of any understanding of India’s 


Branmananpa (P.R.). Studies in the Economics of Welfare Maximization. Bombay: 
Bombay University Press, 1959. 9°”. Pp. xx + 520. Rs. 18. 

[This is a survey of doctrine in the major of welfare theory. The first of the book is 
with the classical economists and ad thet approsch to problems af - Most of the 
is devoted to Marshall and Pigou and to the elaboration of eae ioe” ates 

economics—that took place immediately before aad her the Second World War. Dr. 
Brahmananda’s is clear and accurate, and his conclusions are sensible, though in general 
familiar. The explains that most of the book was written in 1950-52, aaahean cn bc little 
sgt rnd ie il (nhl 


Conditions in Calcutta. Calcutta: Bookland Private 


bad. Here isa substantiates the generalisa- 
ape Noh ery 5 fassthos have have no water tap in their homes, 


thor provides a mass of gloomy statistics of this 


With population growing rapidly .nd poverty 
SURsoed Us pretpcets of chic Ceceoeetaema he car make eoere ect lor t.] 


Cuoupuury (R.). The Plans for Economic Development of India. Calcutta: 
Bookland, 1959. 84)”. Pp. x + 187. Rs. 7.00. 
undergraduates who have to face examinations in the subject, this slight study 
presents the well-known mixture of the case for Indian its evolution since the War and the 
resource-allocation and achievements of the first two is no index.) 


Ds GrarrJonnson (J. C.). An Introduction to the African Economy. Bombay: 
Asia Publishing House, 1959. 74". Pp. 115. 

een hee ae 9 ne ae ma a Gag ene ee ermine or yee mera 
Tenure and Agricultural Production, Trade and Industry and Economic Activity and the State. 
These contain some useful information, but lack of space tends towards undue generalisation and 
over-simplification. The absence of either documentation or a bibliography detracts from the 
value of the work as an introduction to an economy so vast and complex as that of Africa.] 


Duexney (B. R.). Hubli City: A Study in Urban Economic Life. Dharwar: 
Karnatak University Press, 1959. 10”. Pp. xx + 281. Rs. 10.00 or 20s. 
[A comprehensive and detailed statistical study which presents a mass of data on the population, 


migration, occupations, incomes, employment and housing of a large, backward and erty- 
stricken South Indian town.] ey 


Guosu (S.). Infiation in an Underdeveloped Economy. Calcutta: World Press, 
1959. 8}. Pp. xiii + 220. Rs. 11.00. 
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Guosu (S.). Trade Unionism in the Underdeveloped Countries. Calcutta: Bookland, 
1960. 84”. bp Bt a0. Rs. 20.00. 

PP dob, 7 eee of trade unionism in India, Pakistan and a number of countries in 

A sketchy outline is followed by a discussion on the usual topics of 

on, organo, collective bargaining and soon. The author also attempts to 

pricey mene movement can contribute to economic development. A great deal 

of wef informatio i provided, but the field covered i too wide ad the evidence to0 too unreliable 

to make it a definitive work.} 


Gowpa (K, V. tion of the Indian Rupee. A study in International Mone- 
ony Menewae Mecha. eR Chakes ya Publishing House, 1961. ro Pp. xvii + 269. 
or 


A dlemesion af the 185) eegemante than she rapes eee vadanesived—s vine view which is rejected 
here—is followed by a clear of the likely consequences of appreciation on the balance of 
price level and budget. teas © PAPE a8 Paes Bemeiss. Se 

of the rupee in which the author argues against flexible cxchanges and warns 


Gutati (I. 8.). Resource of the Fluid Five Year Plan. Calcutta: Orient 
Longmans, 1960. 8)”. Pp. v + 154. Rs. 10.00. 

A competent study, concerned mainly with ways and means of raising financial resources for the 

sector. Among the recommendations are institution of prize bonds to stimulate small 
savings and a progressive land tax. by yee ene ee eS er ee ne aap ot ene or 
and on the problem of tax avoidance in undivided families. Neither the resources of the 
private sector nor the possible disincentive effects of extra taxation are given enough consideration. } 


Gurroo (D. H. N.). India’s Balance of Payments, 1920-1960. Delhi: S. Chand, 
1961. 9”. Pp. xvi + 241. Rs. 15.00. 


Princeton Ph.D. dissertation adds a great deal to our 
oe oe In Part I, after a useful survey of source materials, the author 
of indebtedness and i 


wetedk’ Lilt ea destin at namie todas pureier et 
prospects in the near future.] 


_ A Decade of Planned Economy. A Critica] Examination of Indian 
Academy of Economics, 1961. . Pp. xvi + 347. Rs. 15.00 


ie Se nated an and 
p prspoed Pals sgemaly wpmmnd: 


Menta (M.M.). Regional Income Atlas of Madhya Pradesh. Bhopal: Directorate 
Economics and Statistics, 1960. 10”. Pp.v +115. Rs. 5. 

Span See ie Hs, Bt Lae See oe eee 

miscellaneous information on 


sncomes, she sue distribution and occupations ofthe pul gent 
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aiid tains pemener their conclu- 
sions, but they have in hand further studies which will check and improve their estimates.] 


8. ing in India and Abroad. Bombay: 
wndte saan, a (R. i hin nae y: Vora 


[This is Peiistscaesite Gall date atk bese 

eee Snr een as eae tinnen ss seasheas Ladi, on 
problems and so on. are illuminating references to marketing history and policy in other 
counti,epecaly Britain. The author concludes that “‘ in India little has been to build a 
suitable marketing structure” and that this is “ the crux of the whole food and agricultural 


problem.’”] 


Temmumazar (S.). Infiation in a Developing Economy. Bombay: The Indian 
Chamber Economic Research and Training Foundation, 1961. 9”. Pp. v + 
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Turavmacar (S.). Resources for the Third Five Year Plan. Bombay: The Indian 
Merchants’ Chamber Economic Research and Training Foundation, 1961. 9”. Pp. vii 
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is made of the available 
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Ente Ix Oras Sone Sonee Deateee Soe Set book, deal, in effect, with “‘ LM and IS,” and 
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illustrated from the experience of the enterprises studied. If there is any main theme it is the im- 
portance of progressive entrepreneurs, and the thumb-nail sketches of the origins and activities of 
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acral 


Pi pom (K. a ro face New Ye the ‘Maintenance of Peace. 
: Perspective sir coeur ed Pome : Institute for International 
Onder, 1961 10”. Pp. 38. $0.50. 





cng shames sf ae Development,” by W'S. ; i Dasraament.” by Be 
"I wand by Philippe Foster antl Lantrente Witt ca Eiortive ; 
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